Value impacts of freight forwarders in air freight chains by Li, Zhen (Lee, Wesley)































Submitted in fulfilment of the requirements for the degree of 
 














[June, 2018 thesis submitted for examination]  







This author initiated his thoughts on this thesis based on a puzzling phenomenon – a near total 
dominance by freight forwarders in air freight chains in spite of the fact that the air freight carriers 
(airlines) own most of the capital assets (hull space of aircrafts for carriage of air freight). The 
puzzlement has been reinforced by its palpable contradiction to a conventional wisdom, ‘cut out the 
middleman’ that is quite universal across the world, as freight forwarders principally act as 
intermediaries by organizing air freight services on behalf of consignees (in this thesis) or consignors 
whilst the airlines act as the suppliers of the air freight services. Some industry practitioners, when 
posed this phenomenon, inclined to attribute the dominance by freight forwarders to the peer 
competition (we call this kind of competition ‘horizontal competition’ in this thesis) among airlines due 
to the overcapacity in the supply side of the air freight markets and the ability of freight forwarders to 
provide customers better deals than airlines. However, this view is overly simplistic and falls short of 
explaining why buyers choose to deal with freight forwarders over airlines and how freight forwarders 
are able to offer attractive freight rates (better than what airlines can normally offer) to their customers. 
Therefore, this thesis sets out not only to seek a simple explanation of the phenomenon but also to 
pursue a thorough understanding of how freight forwarders operate in the chains. More importantly, as 
freight forwarders in this case are in direct competition with airlines for customers and the value 
created by the chains (we call this competition between freight forwarders and airlines ‘vertical 
competition’), we want to examine the nature of the value proposition proposed by freight forwarders 
to the buyers. It seems that this proposition is so enticing that most buyers choose to deal with them 
rather than airlines directly, and that within the air freight chain this contribution is so relevant that 
freight forwarders are able to extract more value from the chains than any of the other chain 
participants.   
In order to carefully examine the value propositions proposed by freight forwarders in the chains, it was 
imperative to adopt or develop an appropriate conceptual framework that may help us to methodically 
observe and analyze how they create and capture values in a value chain context. There are some 
popular frameworks that may be of help to this research, such as value stream mapping by Rother and 
Shook (2003) and transactional value analysis by Zajac and Olsen (1993). However, the framework, in 
this thesis, was largely inspired by the relatively recent work of Cox and his associates at Birmingham 
University (Cox, 1997; 1999; 2001, Cox, et al., 2002a; 2004a; 2004b; 2004c) on power and value 
appropriation in supply chains, and also complimented by Robinson (2005; 2007; 2006; 2009) on 




paradigms for observing freight movement. This thesis takes the view that the original Cox framework is 
instrumental in understanding the structure, dynamics and performance of supply chains and most 
importantly can be adapted to apply in the context of air freight chains Furthermore, the framework, 
essentially a modified Cox framework, also includes several notable modifications, which are (i) defining 
the value simply as a monetary value that can be easily traced and measured as opposed to the previous 
vague definitions; (ii) further classifying the concept of value into two categories (use value and 
exchange value); and (iii) adapting the Cox framework to include the identification of ‘critical assets’ in 
power relationship analysis as an analytical step in order to determine the source of power that 
underwrite all the power relationship in air freight oriented supply chains. 
With regards to the research methodologies, this thesis adopts an in-depth multi-case study approach 
and analyses. Three inbound air freight chains to Bahrain have been carefully selected as case studies for 
examining how freight forwarders create and deliver value within the context of the modified Cox 
framework. Following the analytical process initially operationalized by Robinson (2002; 2003) and later 
modified by Cox which roughly follows the following logical flow, the thesis first defines and analyses the 
chain structure and dynamics, second observes the contractual, pricing and value relationships within 
the chains, third determines whether the freight forwarders deliver value to the consignees or not, 
fourth defines the power relationships and constructs the power regimes with in the chains, and finally 
examines the chain stability and instability within the chains. 
The findings of all three case studies underlined the fact that all the chosen air freight chains were, 
characteristically, very similar to each other in terms of chain structure and chain dynamics, which, in 
turn, reinforce the notion that an air freight chain should not be considered as a generic supply chain 
but a special chain revolving around air freight service. The findings also confirmed that freight 
forwarders do deliver value to consignees/consignors, and further revealed that the reasons behind the 
dominance by the freight forwarders in air freights follow a rather complex logic. The success of freight 
forwarders in contesting value in air freight chains can be attributed to the fact they possess various 
critical assets that are based on their ability to consolidate many small volume orders into a consistent 
flow of large volume orders (the source of power in this thesis) so as to be afforded a position of 
strength in negotiations with various airlines against the backdrop of peer competition for business 
among airlines due to the general oversupply of air freight capacities coupled with the needs of using 
freight revenue to help improving poor profitability of airlines’ passenger services. 





The initial concern driving this study arose from a growing interest in some of the underpinning issues 
which informed, tacitly, my work as a consultant and corporate trainer in the supply chain and logistics 
area. At the outset, I felt that there was a lack of a clear boundary between the concepts of supply chain 
and a freight chain, both at academic and professional levels, and felt some disquiet when even 
experienced industry practitioners could not clearly differentiate between those two notions. I had a 
growing conviction that, contrary to common perception that a freight chain is merely a part of a 
generic supply chain, a freight chain comprises a set of participants, between who, contractual 
relationships revolve around exchange of the freight services provided by carriers.  
These concerns were further compounded when I began to be professionally involved in aspects of the 
management of air freight chains. I felt that it was increasingly important to clarify whether the concept 
of an air freight chain was indeed different to that of other supply chains, and whether this difference 
held significant practical implications. It appeared that many commentators strongly argued for the 
universality of air freight chains, suggesting that they are not influenced by the nature of the products 
that are being transported, a notion that is held for supply chains in general. In other words, it implicitly 
appeared that it is widely held that most freight chains are the same, and the freight chain participants 
would not be concerned whether they are dealing with materials as disparate as fresh produce or 
electronics. However, most clearly the overall supply chain of fresh produce is indeed very different 
from that of electronics, and I increasingly felt that the complications which governed the management 
of a particular freight chain rightfully deserved to be studied in their own right.  
At later time, whilst working as a junior manager at a cargo terminal at Melbourne International Airport, 
I was very much intrigued by the phenomenon that the freight forwarders in air freight chains acquired 
the lion’s share of the profits. The airlines, who consequently only make modest margins on air freight, 
actually shoulder most of the transport-related risks and provide most of the capital investment, which 
in itself raises some interesting economic questions. 
Coincidently, two of my first supervisor’s previous PhD students had separately conducted research on 
export air freight chains from Australia from the perspective of the airlines. Both researchers were able 
to provide some insights into how airlines react and respond to the financial challenges from freight 
forwarders. However, considering the airlines have financial means and control most capital assets in 
the chains, it seemed that both researchers fell short of providing any meaningful explanations of why 




and how freight forwarders manage to (economically) dominate in the air freight chains. I began to 
suspect that this was due partially to the inherent shortcomings of the Cox framework which had 
informed their work.  
Furthermore, if analysed in terms of the notion of the relative simplicity of air freight chains arising from 
their comparison with general supply chains, it appeared there is no reason why customers could not 
arrange their own air freight by dealing directly with airlines. The simplistic view suggests that freight 
forwarders in air freight chains merely act as middlemen who do not always offer extra services to 
customers. It was the weakness in this reading that prompted me to argue at the beginning of this thesis 
that this view is counter-intuitive, in that freight forwarders are never out of business even though 
people do attempt to avoid middlemen wherever possible. In light of this paradox, I opined that freight 
forwarding services in air freight chains may not be easily put in the wider (simpler) context of service 
sector arrangement in the global economy.  
Bearing all these unaddressed questions in mind, I set out to re-examine the phenomenon of air freight 
forwarders and their pre-eminent position by boldly modifying Cox’s framework from its original 
qualitative analysis approach to a more dynamic mixed research methods investigation. Importantly, 
this research does not set out to investigate how airlines should re-strategize their service sector to 
redress the evident pre-eminence held by freight forwarders in air freight chains. Instead, I have 
attempted to explore this phenomenon through the prism of the key chain participants, (termed 
‘vertical competition’ in my research), all of who compete for the collectively-created value. I note here 
that buyers and sellers are not considered as chain participants, are but rather chain initiators who are 
also part of the vertical competition. 
From the outset of this work, I was very conscious of the limitations of this investigative approach since 
it is somewhat narrowly based upon case studies of three inbound air freight chains to Bahrain. 
However, the narrowness of the research was somewhat offset by my privileged insider position within 
in the air freight network of this influential area.  
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Chapter 1 Introduction 
1.1 Air freight and air freight chain: a background note 
The magnitude of international air freight traffic, in terms of FTKs (freight tonne kilometers), has been 
growing annually at an average rate of 3.7% over the past decade (Morrell, 2012, pp.1-2; Christopher, 
1998). According to the IATA Cargo Strategy 2015, a periodical report published by the International Air 
Transport Association (IATA), a total of 51.3 million metric tons of goods, valued at USD 6.8 trillion, was 
carried as air freight by airlines in 2015. This accounts for over 35% of global trade by value, but, 
significantly, only about 1% by volume  (IATA, 2015, p.5). It has been suggested that ‘both the industry1 
and IATA expect solid, but not spectacular, growth in air cargo volumes over the next five years. The 
IATA’s forecast is for an average growth rate of 4.1% per annum’ (IATA, 2015, p.3)  . Figure 1.1 indicates 
that the air freight traffic grew from around 60 billion FTKs in 1988 to nearly 190 billion FTKs by the end 
of 2013, which represents an impressive 200% increase over the course of only two and a half decades.   
While air freight still falls far behind sea freight transport in facilitating global trade, especially in terms 
of physical volume (Leinbach and Bowen, 2004, p. 301), its significance has rapidly grown over the past 
few decades. This is supported by research conducted in Taiwan (Chang and Chang, 2009), Hong Kong 
and Singapore (Yuan, Low and Tang, 2009). Furthermore, Kasarda and Green (2005, p. 460) concluded 
that air cargo plays a positive role in economic development, and their research results show strong 
correlations between the liberalization of air freight services and the two key indicators of economic 
growth: GDP and foreign direct investment (FDI).  
Nevertheless, air freight, given its growing significance, has become increasingly important to countries 
and businesses around the world that are attempting to achieve and/or maintain their desired 
competitive advantages over competitors in the current and highly globalized market. Indeed, Leinbach 
and Bowen (2004) contend that ‘air cargo has become the principal mode of international transport for 
a wide variety of (especially knowledge-intensive) goods’ (p. 299). An added dimension to this area is 
that, with the emergence of the use of air freight to achieve time compression as a new supply chain 
strategy, the list of ‘air eligible’ products has expanded rapidly. In view of the importance of the air 
freight services, unsurprisingly a lot of international trade involving ‘air eligible’ products are mainly 
                                                      
1 Here, in this thesis, ‘industry’ refers to the main participants in the air freight industry, including airlines, 
freight forwarders and various 3PLs (third party logistics providers). 




facilitated by air freight oriented supply chains or simply air freight supply chains. This is evident, for 
example, from the supply chain operations of the fashion brand ‘Zara’, in which air freight now plays a 
vital role in its distribution as a strategy to mitigate supply chain disruptions in the conventional apparel 
business (Tang, 2007, p. 41).   
 
Figure 1.1 Air Transport Development 1949 - 2013. (Source: ICAO Annual reports of the Council (ICAO, 2013)) 
 
 
However, this thesis does not focus on those air freight oriented supply chains2 as a whole, but rather 
attempts instead to have a microscopic view of the air freight chain, which is the air freight service part 
of the air freight supply chain where we conceptually separate the air freight transportation process 
from the overall supply chain. Whilst much literature has specifically focused on the topics of general 
supply chains, very little, if any research, has actually been conducted in the context of freight chains. 
The author of this work has recognized the fact that an air freight chain is significantly different from a 
general supply chain since air freight chains, when compared to generic supply chains, can be best 
characterized as being universal. This is because the air freight service as a service product is offered and 
performed in a similar or the same manner across the world.  Therefore, an air freight chain is unique as 
the prices of the products (air freight services) are highly transparent and offer little leeway to 
corruption. Therefore, a lot of theories that are quite useful to the supply chain context may not be 
                                                      
2 Supply chain, as a term, is defined by CILT (Chartered Institute of Logistics and Transport) as ‘comprising 
all activities associated with the flow and transformation of goods from the raw material stage through to the final 
consumer’ (CILT, 2011). 




applicable here, such as push and pull strategies; social, familial and ethnic links; and traditional ways of 
working; as the demand of air freight services is not independent and stems from the demand of the 
products that the air freight chains deliver. Moreover, it is also noted that the dynamics and contractual 
relationships of air freight chains revolve mainly around air freight services, therefore, the process alone 
can be considered as a separate supply chain of air freight services, and this concept will be discussed in 
detail in Chapter 2.  
 
1.2 The background to the research problem  
Surprisingly though, in this situation, air freight services are still deemed to be an economy of scope by-
product of passenger operations by most airlines (Billings et al., 2003; Park et al., 2009). Airport-to-
airport services by airlines are on offer, but, at this time, not entirely directly to businesses, nor to the 
general public. They are generally marketed by freight forwarders with a very limited mark-up on top of 
the real costs of air freight services. This has resulted in a significant erosion of airlines’ yields on their 
air freight services and has placed airlines generally in a weak position in international air freight chains. 
The research questions which underpin this investigation, therefore, arise from a concern about why 
airlines cannot offer more inclusive air freight services directly to businesses, i.e. door-to-door services? 
If they chose to do so, would businesses choose to deal with airlines directly rather than use freight 
forwarders? In addition, it might be asked if there are any other undiscovered reasons behind the 
current business choice of dealing with freight forwarders?  
 
1.3 Air freight forwarders in the air freight services marketplace: their changing role 
In the current situation, freight forwarders are key players in air freight chains; they are intermediaries 
who act on behalf of companies or exporters or importers to move goods and products between 
selected locations. But as Morrell has recently pointed out (Morrell, 2012, p. 97), the air cargo and 
freight forwarding markets have become highly differentiated and exceptionally specialised. Forwarder 
firms vary in size, in type, in capitalization, in the types and volumes of goods handled, in the particular 
trades and geographical areas covered, in their business models and strategies and in their ability to 
exert market power and capture value. At one extreme manifestation of this system, ‘integrators’ (DHL 




as a good example), which are large freight forwarding firms leasing or controlling terminals, landside 
operations and aircraft, move very large volumes over global routes quickly and often at premium rates. 
At the other extreme, there are smaller players who focus on particular trades, and deal with 
significantly smaller volumes and must therefore plan to service air freight markets and air freight chains 
in quite different ways. 
Importantly, according to research conducted by The Economist in 2016, the overall world air freight 
revenue by airlines actually fell to $US 50 billion in 2015 from $US 67 billion in 2011 (The Economist, 
2016). This is thought to be largely caused by a general over-capacity of air cargo spaces provided by 
airlines, which is evidenced by the fact that the average cargo of both passenger and dedicated freighter 
aircrafts dropped by 15% (Morrel, 2011, pp. 4-5).  In turn, this over-capacity can be directly attributed to 
the disproportionate annual growth between cargo and passenger traffic starting from 2003 (Morrel, 
2011, p.6). As a result, airlines have grounded many dedicated freighter aircraft and now opt to use 
belly-hold of passenger aircrafts to carry air cargo (Morrel, 2011, p.7).  
Against the backdrop of overcapacity and weak demand in air freight services worldwide, not only has 
the air freight services industry grown rapidly in the past few decades, it has also been changing and 
evolving over time under significant, and evolving, market pressures.  Also, whilst the traditional basic 
structure of the air freight industry has changed dramatically in some regions, this is not a universal 
phenomenon. As shown in Figure 1.2, the role of some air freight forwarders has changed from a 
relatively subordinate role to a more dominant role in the whole air freight process. As Bowen and 
Leinbach (2004, p. 179) observed, some air freight forwarders have, over time, evolved into a global 
services integrator. Also, Lillie and Sparks (1993, p. 14) concluded that ‘integrated carriers’ (companies 
such as DHL, UPS and TNT)  , acquired significant market share in the air freight services by providing 
door-to-door services. Given airlines’ preoccupation with airport-to-airport service by convenience, 
there have been acquisitions, mergers and joint ventures among the international air freight forwarders, 
as these firms strive to achieve ‘the economies of scale and scope necessary to offer multinational 
clients integrated services on a worldwide basis’ (Bowen and Leinbach, 2004, p.174). This has come 
about because multinational clients typically demand ‘end-to-end supply chain solutions’ (Lillie and 
Sparks, 1993, p. 16). 





Figure 1.2. The structure of air freight industry (Adapted from: International Air Transport Association (2013)) 
 
 
1.4 The role of air freight forwarders in a fragmented market – the research focus 
There are quite a number of studies conducted on how international air freight forwarders operate in 
large and heavily contested air freight service markets, and also how they contribute to this area’s 
economic growth (Lillie & Sparks, 1993; Ensley, 1997; Beattic, 1998; Svensson, 2004; Zhang et al., 2007; 
Al Kaabi 2010; Yang et al., 2009; Amaruchkul & Lorchirachoonkul, 2011). This current research, however, 
focuses on how air freight forwarders operate when participating in a fragmented market which is 
relatively small-sized, less internationalized and in the absence of integrated carriers under the influence 
of modern technologies and the impact of globalization. An initial review of the relevant literature 
suggests that few studies have been conducted in such markets, which represents a significant gap in 
our understanding of the area, but it seems that the structure of the air freight services in these 
fragmented markets in particular, is somewhat similar to that of a traditional air freight service market 
as shown in Figure 1.2. 
A fragmented market is a market that is in a condition of ‘market fragmentation’ (a term frequently 
used in financial sector) and is commonly defined as ‘a situation in which there are many different types 
of customers for a particular product or service or many different companies providing a particular 
product or service’ (Cambridge, n.d.). There are two notable characteristics of a fragmented air freight 




market. First, a fragmented air freight market is relatively small, and second, the absence of the 
integrators and dominance of local forwarders are common. Notwithstanding the popularity and 
significance attained by global forwarders or integrators, not every single market provides fertile 
grounds for the integrators to thrive. It is proposed in this research that the relevance of a fragmented 
market to the situation in air freight will be closely examined.  
 
1.5 Bahrain as a case study opportunity 
Due to the fact that Bahrain is an island nation, air transport plays a crucial role in the country’s 
international trade, which is not surprising, since air and sea transport are the only two viable modes of 
transport available for any goods being imported or exported. Therefore, the international air freight 
industry has become increasingly critical for the Bahraini economy, which is recently estimated to have a 
value of $USD 31 billion, and handles 256,826 tonnes of air freight including mails (CAAB, 2012, p. 3). 
Air freight service operations, in general, are tightly regulated (Hubner and Sauvé, 2001, p.977; 
O’Connell and Williams, 2006, pp. 361-362) by national civil aviation authorities and the ICAO, who 
oversee such issues as the dangerous goods regulations (DGR). There are also universal systems across 
the area coordinated by IATA  (Hummels, 2007, p.138; Neiberger, 2008, p.249; Pearce, 2012, p.6), which 
include standards of e-communication in air cargo, management of an IATA clearance house, and the 
organisation of harmonized system (HS) codes for customs clearance.  
Whilst the air freight service in Bahrain is essentially no different to any other air freight service across 
the world, the uniqueness of the Bahraini market provides a perfect testing ground for the current 
research. Notably, there are several important attributes of this market that prompted the decision of 
selecting Bahrain as a base for this investigation, namely: 
• Bahrain has long been a regional and international aviation center, and Gulf Air, (which is based 
in Bahrain), was the only major Middle East airline up to the late 1980s. The country, thus, has a 
well-established and mature air freight market; 
• The Bahraini air freight market is a classic case of segmented market, where there are only a few 
major airlines, a large number of local freight forwarders (meaning that no single global 




forwarder can attain significant market share), and a large number of SMEs as shippers or 
consignees; 
• Bahrain is effectively a city state, being the second smallest country in Asia in land size, which 
benefits this research by providing a single, focused view of air freight chains. This is because, 
unlike larger countries like Australia and the US, the situation is not complicated by the 
existence of two sets of rules due to both federal and state responsibilities for import and 
export of certain products and services. Consequently, this greatly simplifies the conduct of the 
research. 
 
1.6 The puzzling phenomenon of air freight forwarders’ dominance – emergence of the research 
gap  
In air freight chains, one relationship particularly stands out; this is the business and/ or contractual 
relationships between airlines (carriers) and air freight forwarders, which can be interestingly described 
as a ‘love and hate’ relationship. It is, in fact, both a cooperative yet highly competitive relationship, 
where, in practice, most air freight services have been conducted with air freight forwarders as 
intermediaries (Wirsing, 2000). However, airlines can theoretically, though very rarely in practice, offer 
air freight services directly to customers (consignors or consignees) with potentially a much higher 
margin than involving air freight forwarders. This is because there will be no middlemen to operate 
between the airlines and customers for a commission or a fee. Consequently, this situation creates a 
glaring conflict of interests between airlines and air freight forwarders and clearly leads to contested 
issues between them, while, at the same time, they patently need to work together. Moreover, all the 
customers in the market, given the economic pressure from their peers, are constantly demanding 
lower rates and better services from air freight service providers. This scenario, which is well proven 
elsewhere in general markets unrelated to air freight chains, is greatly intensified in a fragmented 
market that is populated with many SMEs (small to medium enterprises) as consignors and/or 
consignees, a good number of air freight forwarders, and a few airlines. It also needs to be noted that 
both the airlines and air freight forwarders are also highly competitive within their own ranks, which 
introduces yet another layer of complexity to the situation.  
 




1.7 A statement of the research problem 
In spite of the fact that air freight carriers (airlines) own most of the capital assets (hull space of aircrafts 
for carriage of air freight, and the relevant ground service facilities), the most dominating and profitable 
participants in the air freight service process are the air freight forwarders. This is a puzzling 
phenomenon. Simply put, given the potentially huge level of business influence that airlines are capable 
of bringing to the negotiation table with air freight forwarders due to their sheer size and possession of 
physical assets, air freight forwarders still manage to get upper-hand in this contestation for profits of 
air freight services. In this respect, talking informally before undertaking this research to several more 
experienced industry personnel, their insights on the phenomenon were both similar and somewhat 
simplistic. Most of them opined that air freight forwarders were able to provide customers, especially 
the SMEs, with more competitive air freight rates than those of air freight carriers, as well as being able 
to offer a variety of value-added services (Beattic, 1998; Berger and Schröder, 2011; Bowen and 
Leinbach, 2004). They can also ‘bundle’ services, as opposed to the offering of simple airport-to-airport 
services characteristic of airlines, thus persuading customers to stay in the more convenient single 
contractual relationships with them. Some have argued that the air freight service, as by-product of 
airlines’ passenger services due to the low yield on cargo freight services, (Bowen and Leinbach, 2006, p. 
148) is simply not given enough attention3 that it deserves. These answers seem to be logical and 
straight forward, yet there are several ensuing questions have then arisen from the aforementioned 
discussions. These are: (i) whilst the conventional wisdom of ‘cut out the middleman’ seems reasonable, 
why do the consignees and consignors seem to be content to maintain business relationships with the 
freight forwarders rather than to seek out better deals from airlines directly? (ii) how is it possible that 
freight forwarders can provide better air freight rates than airlines do? (iii) what is about the air freight 
forwarders’ value proposition that works so well to enable them to achieve preeminence in air freight 
chains? 
1.8 What is air freight forwarders’ value proposition?  - the research question 
The preceding discussions have raised the issue of an important problem in air freight chains, and from 
these discussions, a raft of relevant issues arise. For example, it seems that smaller firms prefer to deal 
                                                      
3 Traditionally freight is very likely left behind if passengers and their concomitant luggage demand 
increase to take up the belly-hold spaces.   




with freight forwarders rather than airlines, but it is not clear if this is due to quality of their service, or, 
given a highly competitive freight forwarder market, only quality providers can deliver superior services 
and thus survive in a competitive field. What if, however, for SMEs, the freight forwarder market is 
monopolistic or tightly oligopolistic and the successful firms in it can appropriate monopolistic profits or 
very high rents? It seems that similarly to airlines, the freight forwarder market is monopolistic or tightly 
oligpsonistic4, and the successful operators in it can demand ultra-low prices that erode airlines’ 
otherwise comfortable margins. In this situation, it would appear that value will be eroded for the client 
firm. In addition, it is unclear if airlines, operating in the context of fragmented and small firm markets, 
actually lose value by foregoing services other than their core air freight service. This raises the 
possibility that in passenger-dominated airline services, the carriage of air freight may be emerging as a 
critical economic factor.  
Whist all these issues are important to the understanding of the area, to focus this current research, the 
critical issue has been sought. This has generated the main research question for the study:  
How and to what extent do freight forwarders, operating in air freight chains in a small 
fragmented market, being sustained by small to medium sized businesses, contribute to the 
sustainability and efficiency of air freight chains by creating and delivering value? 
Implicit in this question are sub-issues such as: (i) whether the dominance sustained by freight 
forwarders can be attributed to their value propositions or simply to how these air freight chains are 
structured; (ii) whether or not, and to what extent, do freight forwarders create and deliver quantifiable 
value to SMEs (the consignors and consignees); (iii) whether or not, and to what extent, do freight 
forwarders add or erode value captured by airlines servicing these air freight chains and, in so doing, 
appropriate significant chain power; (iv) whether or not the chains are, or are perceived to be, efficient 
and sustainable; and most importantly; (v) what are the ‘critical assets’ within various exchange 
relationships possessed by freight forwarders that enable them to achieve market dominance? 
This research focuses on these conceptually critical and operationally significant questions of value and 
chain efficiency within the particular context of selected important Bahraini inbound air freight chains 
and air freight markets. These markets, as will be noted in some detail in Chapter 3, are global in reach, 
                                                      
4 Based on Oxford Dictionary Online, ‘A state of limited competition, in which a market is shared by a small 
number of producers or sellers’. 




are well-serviced by a number of major airlines, and whose operations are linked critically to small and 
medium business requirements. 
 
1.9 Theoretical framework and research methodology adopted 
1.9.1 Modified Cox and Robinson’s perspectives: a new framework 
Freight moves in chains, (using either sea, air or road vehicles, or a combination, to transport goods) 
from seller to the buyer or end customer, and freight forwarders and airlines are functional elements in 
those freight chains in concert with numerous other firms. How all these players operate in the chain, 
the air freight chain in this thesis, and what rewards (revenues and profits) they derive from their 
activities, are critically related to the dynamics and structure of the chain – which is essentially a classic 
supply chain perspective (Robinson, 2009, p.7). These firms are also embedded in their related markets, 
together with competing firms such as other freight forwarders and other airlines which operate in 
parallel, as well as competing freight chains using other modes of transport – which is essentially, an 
economic perspective (Robinson, 2009, p.8). In 1997, Andrew Cox, at the University of Birmingham in 
the UK, recognized the complementarities of these views and, in a significant conceptual breakthrough, 
linked supply chains and value chains5 as mirror images of each other. He argued that a supply chain 
delivers physical products and value from sellers to buyers simultaneously.  
Importantly, this supply chain/value chain perspective clarifies not only the physical flow of freight in a 
chain, but also demands understanding of the power relationships which affect the flow of value 
through the chain. In a supply chain context, Cox sees power in similar terms as the ability of one firm to 
impact adversely on another; but his important contribution was in the careful definition of an analytical 
framework in which a firm's power is seen to derive from the ability to own or control scarce and 
valuable 'critical assets' or power resources of one sort or another. While Cox has further clarified this 
fundamental perspective of supply chains and markets, Robinson (2007; 2009) has focused attention on 
its application to freight chains more generally. He has specifically considered maritime and port-related 
freight chains, and commented upon whether they are container-based, bulk or agribusiness chains. 
                                                      
5 Porter (1985) developed the term ‘value chain’ as a set of activities that a firm operating in a specific 
industry performs in order to deliver a valuable product or service for the market. 




Although this framework is deceptively simple, it can be rigorously defined, and it is a useful tool in 
showing the underlying patterns of power within simple, more complex and whole-of-chain dyadic 
regimes. However, the framework is not free of problems, and is also plagued with shortcomings and 
illogicalities, which can be summarized in three points: 
• Neither Cox nor Robinson defined ‘value ’adequately. As a compromise, Cox uses the term 
‘gross profit margin on the return on sales’ (ROS) to measure value, however this researcher 
does not agree with this measurement for reasons which will be explained in some detail in 
Chapter 3.  This shortcoming in Cox and Robertson’s approach leads to a very unclear 
explanation of how value is being created, delivered and captured in chain;  
• Cox roughly identified four different kinds of power relationships: supplier dominance, buyer 
dominance, interdependence and independence, but failed to conceptualize on how to 
determine how a certain relationship falls into one of the four categories. Instead he merely 
described the ‘probable attributes’ of each power relationship; 
• Cox, as mentioned previously, opined that power is derived from owning and controlling ‘critical 
assets’, but failed to properly propose how to determine what is the ‘critical asset’ in a chain 
that the dominant party holds in these exchange relationships. 
In this thesis, this research has adapted Cox and Robinson’s perspective, but has made several key 
modifications. Here is this researcher’s position in brief: 
• It is proposed that value may be measured in a number of ways and must be specified within 
the particular context - but value is simply measured in a monetary amount, and comprises use 
value together with exchange value6. In this thesis, we chose to adapt Bowman and Ambrosini 
(2000)’s position and definitions on value and value chain (see Chapter 2 for detailed analysis 
and rationale).  
• Use value can be measured by the monetary costs of the value of a certain product or service 
that an individual air freight chain participant creates;  
• Exchange value is the agreed transaction price for the product or service.   
This is a major departure from the classic Cox’s perspective, and is the foundation of the new 
perspective proposed by this researcher. In so doing, it provides a new framework, which is explained in 
                                                      
6 The concepts of use value and exchange value were first distinguished by Aristotle in 4th Century B.C. 
(Fleetwood, 1997, p. 731; Vargo, Maglio and Akaka, 2008, pp. 146-7) and later reinterpreted by Adam Smith in 
17th Century (Bowman and Ambrosini, 2000, p.5). 




detail in Chapter 3, for examining the concentration of power in the chain and how value is likely to flow 
through the chain.  
1.9.2 Research methodology applied 
This research adopts a case study approach. In essence, this research is exploratory research, the 
objective being to develop a case study framework that provides an appropriate analytical framework 
for understanding a particular and defined context (Yin, 2009). For the empirical contribution to the 
investigation, three significant but different chains have been selected; the import of fresh produce 
chain from Thailand; the import of small electronic appliances from China; and the import of 
pharmaceuticals from the USA. These cases have been purposefully selected in the anticipation that the 
research results may potentially enable this research to draw important perspectives on the notion of an 
air freight value chain.  
Analytically, the research will involve a number of independent, though closely related steps based on 
Robinson’s chain analysis case study framework (Robinson, 2009), for each of the three selected air 
freight chains. These are:  
1. Step 1. Comprehensively defining chain structure and dynamics through a process of 
mapping of each chain;  
2. Step 2. Clearly defining the kinds of power relationships in each dyad within air freight 
chains by analyzing the value distribution in value flow of each air freight chain; 
3. Step 3: Determination of whether the freight forwarders deliver value to the 
consignees; 
4. Step 4. Exhaustively examining the contractual, pricing and value relationships, and 
most importantly the ‘critical assets’ that underpin the power and value relationships; 
5. Step 5.  Precisely determining the chain stability and instability in inbound air freight 
chains, which include the SMEs, freight forwarders, and airlines relationships.  
Research data will be collected through in-depth interviews. Interview questions will largely reflect the 
concepts and theoretical rigor as developed and used by Cox et al. (2002b) and Robinson (2007), as we 
believe that Cox and Robinson’s frameworks help to provide an anatomic insight of the inner workings 
of power in the dyadic relationships7 of the air freight chain. A mixed method approach will include 
qualitative analysis of responses together with appropriate quantitative techniques such as Student’s t-
                                                      
7 Dyadic relationship or simply the dyad is “arguably the fundamental unit of interpersonal interaction and 
interpersonal relations” (Kenny, Kashy and Cook, 2006, p. 1). 




test and the AHP (Analytic hierarchy process) of MCDM (Multi-Criteria Decision Making). Again, this 
methodological approach will be explained in detail in Chapter 3.  
 
1.10 Contributions to knowledge and statement of significance 
Contribution to Knowledge (Academic Contribution) 
There has been considerable attention paid to air freight forwarding in the relevant trade-related 
literature, where not unexpectedly the emphasis is upon the operational aspects of forwarding, 
including the application of newer technologies and particularly the use of information systems 
technology. In addition, this work presents arguments regarding the advantages and disadvantages of 
freight forwarding for shippers/importers. However, the range of academic literature is relatively limited, 
with attention being focused on costs and pricing, often presented from a broader, macroeconomic 
perspective and only in the context of general supply chains instead of air freight chains if any. Only 
recently has there been some scholarly recognition of the notions of value creation and value chain 
profitability, but again these discussions tend to be quite general. The research presented here 
represents a major conceptual shift towards understanding the way in which supply chain power in air 
freight chains translates into value capture and value appropriation. It adapts a rigorous and recently 
developed framework within which to understand the profitability or otherwise of air freight forwarders 
in dynamic air freight chains. Importantly, the research tests these notions within real-world, significant 
air freight chains at a detailed micro rather than at a macroscopic level -  in particular, in a relative 
simplistic, free and yet representative market (Bahrain), given the practices in air freight chains are quite 
universal, in order to avoid some undesirable noises, such as political and geopolitical factors. 
Statement of Significance (Practical Contribution) 
Whilst this research is rigorously analytical and conceptually innovative, its approach and findings have 
significant and direct relevance for managing complex air freight chains. By taking a chain perspective, 
this underlines the assertion that it is the chain which delivers value to the seller and to the buyer. It 
further underlines the fact that different players exert different power within the chain, and this implies 
that strong players are able to appropriate more value (in terms of profits, rent, and revenues) from the 
chain while facing competitions not only from peers but also from other chain participants. Furthermore, 




taking this perspective allows us to demonstrate the principles which underlie chain stability or 
instability. The research, in contributing to an understanding of the factors which drive chain 
profitability and stability and in demonstrating ways and means of quantifying value and value outcomes, 
provides valuable insights not only into day-to-day operational and business planning but also into 
formulating longer term, strategic plans. 
 
1.11 Summary and the thesis outline  
This thesis proposes an innovative perspective to observe and study the air freight services market. The 
overall research objective of the thesis is to thoroughly investigate the unique value impacts brought 
into an import air freight chain by air freight forwarders in a selected fragmented market (Bahrain). It is 
anticipated that this approach will clarify the reasons behind the success of air freight forwarders 
despite the fierce competition which is continually present from both their peers and carriers.  In 
addition, there is always the pressure from customers who demand lower rates and better services. 
Consequently, this research will explore the contractual relationships among customers (consignors 
and/or consignees), air freight forwarders and airlines, with a particular focus on the distinctively 
cooperative yet competitive relationships between carriers and air freight forwarders.  
Overall, this thesis comprises 11 chapters. In Chapter 1, the introduction has laid the foundation and 
significance of this research and has identified the perspective from which the investigation will be 
carried out. A review of relevant literature will be given in Chapter 2, in order to clearly define the 
knowledge gap which will be the focus of the research question. Chapter 3 and Chapter 4, respectively, 
discuss the conceptual framework and research methodology in some detail. Chapter 5 provides a 
comprehensive review of the import air freight chains in Bahrain to provide the parameters of the case 
studies. Chapters 6 and 7 present the first case study of the three in-depth investigations of selected 
import trades in Bahrain, with Chapter 6 focusing on the qualitative part of the analytical process (steps 
1 and 2), and Chapter 7 focusing on the quantitative part of the process (steps 3 and 4). Chapters 8 and 
9 present the remaining two case studies. Chapter 10 consolidates the findings of the case study 
chapters and discusses the empirical findings. The thesis concludes with Chapter 11, where the research 
results are summarized, and an examination of the implications of the results are given. 
  




Chapter 2 Literature Review   
2.1 Introduction  
Much research has been conducted and published on air cargo or air freight in a great variety of 
contexts, including networks (Neiberger, 2008; Reynolds-Feighan, 1994), connectivity (Yang, 2009; 
Boonekamp and Burghouwt, 2016), freight hubs (DeLorme et al., 1992;  Zhang, 2003; Oktal and Ozger, 
2013)   , government policies (Zhang and Zhang, 2002; Yamaguchi, 2008)   , sustainability (Cheng and Yeh, 
2007; Vega, 2008), and air freight/cargo economies (Kasarda and Green, 2005; Yuan et al., 2010; Alkaabi 
and Debbage, 2011). In addition, the related topic of value chain analysis has also become a hot 
research theme in academia in the past two decades (Normann and Ramirez (1993); Rayport and Sviokla 
(1995); Kaplinsky (2000); Kaplinsky and Morris (2001)), and among the notable authors in this field is 
Michael E. Porter, who has been pivotal in this area of research  (Porter, 1985; 1989; 1990; 1998; 2008a; 
2008b; 2008c; 2011). It is clear, though, that fewer researchers have showed interest in value chain 
analysis in the context of supply chains or freight chains. Exceptions are Andrew Cox (Cox, 1997; 2001; 
2004; Cox et al., 2002; Cox et al., 2004) and Ross Robinson (Robinson, 2002; 2003; 2005; 2006; 2007; 
2009; 2013), whose perspectives this current study has heavily leaned upon. In the area of the identified 
research problems which have driven this investigation, very few, if any research studies, have ever 
been conducted specifically on the role of freight forwarders in air freight chains, which is the research 
gap that this research attempts to close.    
The overall goal of this chapter is to contextualize this research study. In order to achieve this goal, this 
literature review will establish the current state of this study topic in relation to the role of freight 
forwarders in air freight chains and foreground the significance of the scope of this work, following the 
discussion of the importance of air freight services as outlined in Chapter 1. This scoping will be followed 
by a review on the logical development of the concepts of value and value appropriation in air freight 
chains, as well as new perspectives on how to analyze value within air freight chains as used in this 
thesis. 
  




2.2 A review of the literature related to the research context  
2.2.1 The freight forwarder in air freight chains– a changing role 
Whilst freight forwarding does not have a particular long history, possibly dating back only to the 1840s 
(Abell, 1978), it was still established far earlier than the start of air freight services, which was in the 
1950s (Morrell, 2012, p. 10; Tinoco and Johnson, 2010), which means that freight forwarding has a well-
established culture and a recognized place in the freight area. For Morrell, a freight forwarder is ‘an 
intermediary who acts on behalf of importers, exporters or other companies or persons involved in 
shipping goods, organizing the safe, efficient and cost-effective transportation of goods’ (2012, p. 109), 
which implies the existence of a time-tested web of services and networks across the globe. 
 
Figure 2.1. The three levels of contemporary forwarding service offering (Source: Bowen and Leinbach (2004, p. 176)) 
 
In the past two decades, the freight forwarding industry has witnessed a wave of mergers and 
acquisitions, which has resulted a highly concentrated global market  (Bowen and Leinbach, 2004, p. 
175). Currently, the top 10 freight forwarding companies, of which include DHL Global Forwarding, 
Kuehne + Nagel and DB Schenker, control over 40% of the total market (Morrell, 2012, p. 111), and as a 
consequence of these developing arrangements, mergers and acquisitions8, this has resulted in the 
emergence of forwarding TNCs (transnational corporations) to better service clientele that have global 
production networks (Bowen and Leinbach, 2004, p. 178). The commercial rationale behind these 
mergers and acquisitions is deeply engrained in the achievement of greater economies of scale and 
                                                      
8 Such as the creation of DHL Forwarding as a result of Deutsche Post’s acquisitions of Basel-based Swiss company 
Danzas, for example. 




scope, organizational growth, market share and market power, and access to new technologies (Kogut, 
1988, p. 323; Datta et al., 1992, p. 69), which is also evidenced in Figure 2.1. Other probable motives for 
mergers and acquisitions, specifically within the air freight forwarding sector, include gaining direct 
access to otherwise inaccessible markets and distribution networks (Bowen and Leinbach, 2004, p. 180). 
In addition, the changing role of air freight forwarders can be better demonstrated by the changing 
nature of air freight forwarders’ service offerings (Bowen and Leinbach, 2004, p. 177). Bowen and 
Leinbach concluded that there are three levels of services offering by air freight forwarders: (i) at the 
lowest level, air freight forwarders mediate between the airport and the customers’ premises, and 
services include arranging local delivery and/or pickup, reserving cargo space from airlines, and attaining 
import or export customs clearances on behalf of customers; (ii) at the second level, a range of 
additional value-added services are offered by air freight forwarders to supplement the traditional basic 
freight forwarding as well as to complement the overall quality of forwarding services, for example the 
facilitation of vendor-managed inventory (VMI) by air freight forwarders as a value-added inbound 
service; and (iii) at the third and highest level, air freight forwarders are involved in designing and 
executing complete supply chain solutions with customized information systems (Bowen and Leinbach, 
2004, pp. 177-179). It is sufficient to note here that the development of a company from the lowest 
level to the highest level illustrates the nature of the evolution of the modern air freight forwarding 
business model. 
2.2.2 The ‘fragmented market’ – a conceptual definition 
One may easily find commonalities among those markets in which ‘integrators’ dominate. Typically, the 
noteworthy characteristic of these integrated markets is that they are commonly located in the largely 
industrialized, developed and globalized parts of world (Cheung et al., 2001; Armacost et al., 2004; 
Bowen, 2012). In contrast, the relatively smaller and less developed markets, as opposed to larger 
coherent globalized markets, can be best described as ‘fragmented markets’.  
However, in some of these fragmented air freight markets, there are long-established local air freight 
forwarders, who have extensive local business networks and technical know-how, and thus possess 
large shares of local markets. This allows them to avoid foreign competition from the global integrators 
who may not be willing to access such markets, possibly because they are relatively small in size. This 
view is supported by Bowen and Leinbach who opine that integrated carriers strive to achieve 
economies of scales and/or scopes (2004, p. 176). Conversely, if there are no such economies of scale to 




be achieved, it may not be commercially viable for integrated carriers to participate in the contestation 
of market share in such a fragmented market. Indeed, the establishment and operationalization of 
integrated carriers in certain localities does involve significant expense (Bowen and Leinbach, 2004, p. 
181).  
Secondly, the customers of a fragmented air freight market are mainly small-to-medium sized firms 
(SMEs), and therefore, part of the research objective is to investigate how SMEs operate, compete and 
survive in a fragmented market. While much of the earlier supply chain management literature focused 
on how to enhance the efficiencies of the supply chains through the production and distribution 
processes in the context of large firms including multinationals (Houlihan, 1985; Vidal and Goetschalckx, 
1997; Sheffi, 2001; Manuj and Mentzer, 2008), SMEs, however, are still considered to be the backbone 
of local economies (Todd and Rajshekhar, 2007, p. 167). However, they are clearly not large enough to 
enjoy the economies of scale and scope that large firms have by achieving supply chain efficiencies, 
especially in terms of the physical movement of cargo (Avram and Kühne, 2008, p. 465). This introduces 
the implicit question of how do they sustain the provision of their services? For the large firms and 
multinationals, overwhelming market power, significant economies of scale (Feinberg and Keane, 2006, 
p. 1515) and often more effective control over their supply chain (Singh et al., 2007, p. 32) lead to much 
lower per unit procurement costs than those achievable by the small to medium size firms  (Chuang et 
al., 2011; Thrulogachantar and Zailani, 2011; Xia and Tang, 2011). It would seem, at least at first glance, 
that the only competitive advantage that smaller firms hold over large firms is lower operating costs 
(Leung et al., 2004, pp. 603-604) which may offset some of the advantages that large firms hold. In 
general terms, however, the reduction of supply chain costs becomes a vital competitive factor for the 
smaller businesses in markets which have a relatively large number of small-to-medium sized firms.  For 
the most part, supply chains serving markets characterized by the presence of many smaller businesses, 
are chains in which the procurement practice tends to be for smaller and more frequent orders than 
chains serving large firms (Egan, Clancy and O'Toole, 2003; Hong and Jeong, 2006; Quayle, 2002). These 
supply chains tend also to give advantage to many commodities and products as well as to air freight. In 
effect, the fact is that if smaller businesses cannot manage their supply chains to relatively high levels of 
efficiency, they will simply be out of business (Söderberg and Bengtsson, 2010; Thakkar, Kanda and 
Deshmukh, 2011; Zahedirad and Shivaraj, 2011). 
This leads to the underlying question here of who manages the supply chains of smaller firms in 
fragmented markets? It seems that a critical role of a freight forwarder operating in fragmented markets 




is the ability to undertake freight consolidation (Beattic, 1998; Bowen and Leinbach, 2006; Dechter, 
2009; Ensley, 1997). This carries with it the likely ability to exert bargaining power on airline operators, 
particularly in a competitive airline market, where reduced rates might be negotiated for larger 
consolidated consignments, rather than smaller, individual packages. Of critical interest here is that, for 
the shippers or the buyers of airline services, this might be translated into value gains, but for the 
airlines it may represent value foregone, value erosion or value loss. 
Not surprisingly, in some freight markets and in air freight chains (Thuermer, 2005), airlines have often 
been critical of the role of freight forwarders given that they operate, for the most part, without the 
need to own high capital intensive assets and act as intermediaries or brokers or middle men, but yet 
they often enjoy considerable power in securing, allocating and organizing freight for supply chains in 
which airlines are operating. Trading parties in air freight supply chains of various international trades 
appear to be more willing to involve freight forwarders in their supply chains rather than deal with 
airlines directly, and indeed are quick to argue, rightly or wrongly, that the reason for this is the quality 
of the services that they receive from the freight forwarders (Wirsing, 2000). Nevertheless, at the same 
time, one cannot disregard the fact airlines traditionally regard air freight services as merely a by-
product of its core passenger services (Morrel, 2011). Therefore, it is suggested here that such 
sentiments from trading parties and airlines’ attitudes towards air freight services are worth being 
further discussed and investigated. 
2.2.3 Vertical integration in supply chains – a prevailing notion   
There is a general consensus on the importance of the concept of integration to supply chain 
management (Carter and Rogers, 2008; Ellram, 1991; Harland, 1996; Mentzer et al., 2001). Such 
emphasis on integration can be seen in the definition of SCM by Cooper et al. (1997, p. 3) who suggested 
that SCM is ‘the integration of key business processes from end users through original suppliers that 
provide products, services, and information that add value for customers and other stakeholders.’ Indeed, 
the concept of vertical integration in supply chains is favored by scholars in recent years as a means of 
achieving lean supply chains or operational efficiency (Chen, Daugherty and Roath, 2009; Huallacháin 
and Wasserman, 1999; Mpoyi and Bullington, 2004). The ground-breaking work of Cox (1997) redefined 
the supply chain as ‘a series of exchange relationships between buyers and suppliers’ (p. 4). Furthermore, 
the success of the Dell Model (Simatupang, Wright and Sridharan, 2002) has triggered a wave of studies，
which overwhelmingly argue for vertical integration to eliminate intermediation in supply chains 




(Iyengar, 2005; Lawton and Michaels, 2001; Macher, Mowery and Simcoe, 2002). In general, the process 
of vertical integration or disintermediation is expected to reduce the number of the chain participants, 
resulting in fewer participants sharing the limited value of in the chains, with the clear expectation that 
remaining participants may end up appropriating more value. However, the Dell case (Fugate and 
Mentzer, 2004) or the Toyota case (Chopra and Sodhi, 2004; Iyer, Seshadri and Vasher, 2009) to a lesser 
extent, indicate how dominating chain participants exert their power over other chain participants in 
their controlling of the overall supply chain. Less dominant chain participants can be further 
disadvantaged because they have little or no control on how much value they can appropriate from the 
supply chain. Given such considerations, there are specific questions which need to be answered in the 
current discussion. Indeed, Robinson (2006; 2009) proposed an interesting yet debatable theory, which 
is gaining tractions in recent times, that the rise of vertical integration-induced carriers or producers 
should lead to greater efficiency in freight chains. That being said, it raises the question of why 
traditional airlines cannot, or will not, start shifting their strategies more towards providing 
supplementary value-added services in order to offset the competitive advantages of air freight 
forwarders and obtain more profits? 
 
2.3 Value and air freight chain - the logic behind the new definition 
2.3.1 A definition of value in the air freight chain environment – a quick note 
Value is a simple, but largely confusing concept, because it appears in a wide spectrum of different fields 
including such diverse interests as music, psychology, mathematics and economics. Kelly and Male 
(2003) proposed that ‘value is a measure expressed in currency, effort, exchange, or on a comparative 
scale which reflects the desire to obtain or retain an item, service or ideal’ (p. 15). Dell’Isola (1982) favors 
a narrower definition ‘… as the fair equivalent in service or commodities that an owner/ buyer receives in 
exchange for money’ (p. 2), while some economists even advocate the definition of value in a much 
broader context, which is in terms of ‘environmental interactions, choices, and preferences that 
emphasize the person holding values’ (Murphy et al., 1997, p. 70). Among the researchers who are 
active in logistics field, Rutner and Langley (2000) summarized, probably rightly, that ‘…value, especially 
value created by logistics, is neither clearly defined nor tangible’ (p. 76). Therefore, few authors have 




clarified what the value in the air freight service actually is and, more importantly, how this value is 
created by air freight service.  
 
Figure 2.2. The value chain according to Michael Porter (Source:  Porter (1985, p. 17)) 
 
Musing upon the question of how logistics value is created, Rutner and Langley (2000) attempted to 
shed some light when they concluded that logistics value comes from three key themes: customer 
service, cost/profit and quality (p. 80). This conclusion actually created rather more confusion than 
clarification on the subject matter, and a more credible explanation of logistics value is from Michael 
Porter’s famous ‘value chain model’. Porter (1985, p.17) opined that value is created by the primary 
activities of firms as illustrated in Figure 2.2, and Walters and Lancaster (2000) further developed this 
theory, suggesting that there are basic definitions for three aspects of value:  
1. Value is determined by the utility combination of benefits delivered to the customer less the 
total costs of acquiring the delivered benefits. Value is then a preferred combination of benefits 
(value criteria) compared with acquisition costs. 
2. Relative value is the perceived satisfaction obtained (or assumed to be available) from 
alternative value offers. 
3. A value proposition is a statement of how value is to be delivered to customers. It is important 
both internally and externally. Internally, it identifies the value drivers it is attempting to offer a 
target customer group and the activities involved in producing the value, together with the cost 




drivers involved in the value-producing activities. Externally it is the means by which the firm 
positions itself in the minds of customers (p. 60).  
Furthermore, Andrew Cox and his associates identified that value in supply chains is applied in three 
broad ways, which are, namely: ‘value propositions value-adding process and value appropriation’  (Cox 
et al., 2002, p.14; Cox et al., 2004, p. 9). Robinson, by applying Cox’s theory in analyzing freight chains, 
proposed the concepts of ‘value, value delivery and value capture’ and argues that ‘freight moves only 
to create value for the seller, for the buyer and for third party service providers in end-to-end chains’ 
(Robinson, 2009, p. 11). 
Nevertheless, none of the authors mentioned above successfully pin-point or objectify exactly what 
value is created by logistics services for a certain product that is being traded in the value chain. Part of 
the reason is that most researchers, if not all, when conducting value chain analysis, deem the logistics 
service as an internal cost center of a certain product (Walters and Lancaster, 2000, p. 159) and only a 
part of the supply chain process (Rutner and Langley, 2000, p. 79) which is from raw material extraction 
to finished product purchased by final consumers. However, a variety of logistics services provided by 
third parties are indeed separate and stand-alone business processes with their own merits that have 
their own eco-system in the business world. In fact, the objective of this research involves an 
investigation of the value proposition that is brought by air freight forwarders into the air freight 
services process, rather than into the whole supply chain of the product, where air freight forwarders 
have very little to do with the design of products and/or consumers’ utilities of the product. In this 
context, thus, instead of asking the question ‘what is the value that is created by [air freight service] 
logistics in the value chain of a certain product?’, why not ask more or less the same question but from a 
different angle, which is simply ‘what is the value of logistics service?’ By investigating and then 
answering the second question, the researcher effectively takes the air freight services process as a 
fragment of a supply chain – or if applied a microscopic view over this fragment in this case, a supply 
chain revolving around air freight services or simply an air freight chain. Thus, the research may be able 
to obtain more insights than by simply exploring the first issue, as the latter should provide a 
microscopic view of how value of air freight services is created and shared among the participants of air 
freight services. This is because these participants do not share any value created by the products 
transported by air freight services.  




By bearing the research objective of this thesis in mind, this research will therefore adopt the definition 
proposed by Neap and Celik (1999), as being the most suitable one among many other definitions of 
value. They define the value of a product or service as something that ‘reflects the owner(s)'/buyer(s)' 
desire to retain or obtain a product. Individual's level of desire to retain or obtain a product depends on 
how much the product details and/or its performance agree with the value system of the individual’ (p. 
181). By adapting Neap and Celik’s definition, the value of air freight service rests on the desire of 
consignors/consignees to use air freight services to transport their shipment. This very desire, in turn, 
depends on how much the performance of air freight services agree with the value system of the 
consignors or consignees. Therefore, one may be able to logically argue that air freight services or any 
other generic freight services offer value to the whole value chain of a certain product by (i) making 
products available for purchase to customers at right places and at right times (Lai et al., 2010, p. 277) 
and with right costs, (ii) satisfying the final consumers of any products separately from the value of 
products offered by the manufacturers or brand owners, and (iii) most importantly, effectively separate 
the air freight value from the overall value of certain products9.  
2.3.2 The air freight chain (not a supply chain per se) – a tentative definition 
In the initial emergence and formation of the concept of a supply chain, La Londe and Masters (1994) 
were among the first researchers in supply chain management to propose the meaning of supply chain 
as ‘the set of firms which pass these materials forward’ (p. 38). Cooper et al. (1997) later gave the 
concept a much larger scope by theorizing that the supply chain management, as the integrator of 
business processes from end user through original suppliers, provides products, services and 
information that add value for customers (p. 2). These concepts became more mature as more 
researchers took an interest in this field in and around 2000. One of the prevailing definitions of supply 
chain was provided by Mentzer et al. (2001) which was ‘a set of three or more entities (organizations or 
individuals) directly involved in the upstream and downstream flows of products, services, finances, 
and/or information from a source to a customer’ (p. 4). 
By comparison, there is no existing credible definition of an air freight chain or simply a freight chain, as 
very few researchers (Yuan, Low and Tang (2010); Boile (2012); Baxter, Kourousis and Wild (2014)) have 
ever conducted work focusing solely on air freight-dedicated supply chains. Popescu et al. (2010) 
                                                      
9 To expand on this notion, air freight services are priced totally independent of the value of the products 
that air transport carries. Therefore, in this thesis, we argue that the value of air freight services offered to the end 
customers can be separated from the total value of the supply chain. 




suggested that the air freight supply chain comprises three key participants: shippers, forwarders and 
carriers (p. 10). This is a quite useful observation, because this study focuses on the relationships among 
these three participants.  
Compared with the concept of supply chain, in this thesis the concept of freight chain does not have a 
large scope, as only one product or service (to be precise) exists in the chain, which is the freight service. 
Therefore, the air freight chain, like any other freight chain, can be considered a special form of supply 
chain, but not a broadly defined supply chain per se. Interestingly, the initial concepts of supply chain, as 
narrowly defined by La Londe and Masters (1994) and Abell (1980), offer a better description of the 
nature of freight chain. This researcher, hence, tentatively defines the air freight chain as ‘the set of air 
freight service participants which pass the air freight service forward from the initial service provider 
(carriers/ airlines) to the end customer (consignors and/or consignees)’, and uses this definition in this 
thesis.  
2.3.3 Airport-to-airport service - the only product in air freight chains 
In conducting value chain analysis on a classic supply chain, previous research tended to focus on the 
commodity-specific aspects of the particular trade and the characteristics thereof in the supply chains. 
For instance, a supply chain of fresh vegetable  (Dolan and Humphrey, 2000; Tanner and Amos, 2002; 
Tinoco and Johnson, 2010) is totally different from that of pharmaceuticals (Lurquin, 1996; Andel, 1998; 
Barrett et al., 1999; Sushmita et al., 2014) from the perspective of value chain analysis. However, one 
may also argue that, no matter what kind of commodities are being put through the air freight chains, 
the air freight services in general remain the same as a service product offered by carriers to the chain 
initiator which, in most cases, is the importer (the consignee) in a Bahrain import air freight chain in this 
study.  





Figure 2.3. Different basic air freight service offerings in a simple air freight chain 
 
By following the logic of air freight offering independent value as discussed in the previous section, it is 
arguably more revealing than not, to generalize all air freight chains as being one type of import freight 
chain. In this model, all the chain relationships are being underwritten by the air freight services as a 
single common service product which provides a foundation to all contractual relationships within these 
air freight chains. However, to add more complexity to the situation, there is no single agreed form of 
air freight services. Others, including Lu and Dinwoodie (2002), Dechter (2009), Banomyong and 
Nucharee (2011) and Schramm (2012) argue that these so called ‘value-added services’ (Leinbach and 
Bowen, 2004) or ‘bundled services’ (Bowen, 2004; Bowen and Leinbach, 2004) are all essentially the 
airport-to-airport services bundled up with other supplementary services. There will be no demand on 
those supplementary services whatsoever without the airport-to-airport service being offered 
simultaneously.  
Figure 2.3 illustrates different air freight services offerings in a simplified air freight chain. Airport-to-
airport service, if offered directly to consignor or consignee, requires the senders to drop off the 
shipments to the airport service agent (contracted by carriers) at the sending airport and the receivers 
to pick up them from a different airport service agent at the receiving airport. In addition, the receiver 
will have to go through all the processes to get the shipments customs cleared either by themselves or 
engage a customs broker which attracts an additional service charge. Place-to-place service is normally 
offered by air freight forwarders to the shipment owners with supplementary services such as customs 




clearance services, local transfer of the shipments to and from airport at both ends of the transport to 
air freight forwarders’ premises as well as storage services.  This kind of service will allow customers to 
enjoy the convenience of simply dropping off and picking up shipments from air freight forwarders while 
all technicalities and the associated processes of sending an air freight shipment are taken care of by air 
freight forwarders. If the shipment owners are willing to pay even a bit more on top of the charges of 
place-to-place service, air freight forwarders can effectively provide a door-to-door service to customers 
by coordinating with other local service providers. Nevertheless, the airport-to-airport service is still the 
core service to any inbound and outbound air freight chains, where the other two services are merely 
bundled up with additional value-added services.  
In an alternative perspective, theorized by Andrew Cox, a supply chain is made of ‘a series of dyadic 
exchange relationships’ (Cox 2004, p. 411). An air freight chain shares similar attributes to those as 
argued previously in section 1.4.6, being made of a series of dyadic exchange relationships, but in this 
case based on air freight services as a product which underlies all the dyadic exchange (contractual) 
relationships in the chain. In this thesis, with its focus on Bahraini inbound air freight chains, airport-to-
airport service is, therefore, the foundation of the contractual relations among carriers, freight 
forwarders and importers, who are the main participants in the chains, and the other participants 
specializing in providing one or more supplementary services to enable a door-to-door logistics process. 
2.3.4 Value and value creation in air freight chain – forwarders’ participation 
Having successfully examined and defined the air freight chain and its product (air freight services), it 
becomes imperative to explore how value, revolving around air freight services, is created and captured 
by different parties in air freight chains. Bowman and Ambrosini (2000) stated that value creation 
derives from ‘the processes inside the firm that create use value and subsequently, realize exchange 
value’ (p. 5). Based on the definition, Bowman and Ambrosini actually proposed two types of value that 
are to be considered in an organizational level of value chain analysis, which are use value and exchange 
value. In this view, use value may denote the quality of a certain product or service judged by users with 
respect to their operational requirements (Bowman and Ambrosini, 2000). In the context of air freight 
chain, the use value can be interpreted as the quality of the air freight services in terms of on time rate, 
damage rate and more critically convenience to the users (or user-friendliness), etc. However, such 
judgments on the quality are ‘subjective and individually specific’ (Lepak et al., 2007, p. 182).  




The concept of exchange value, on the other hand, is more objective and arguably more tangible in 
contrast to that of use value, and is essentially the price of the product or service. Bowman and 
Ambrosini (2000) defined the exchange value as ‘either the monetary amount realized at a certain point 
in time, when the exchange of the new task, good, service, or product takes place, or the amount paid by 
the user to the seller for the use value of the focal task, job, product, or service’ (p. 7). If one combines 
the aforementioned definitions of both use value and exchange value, the implication made from the 
definitions may be phrased as that value, overall, is subjective in terms of the quality of the performance 
perceived by the users, and hence value creation is realized by how much the users are willing to 
exchange a monetary amount for the value they may receive. Lepak et al. (2007, p. 183) further 
postulated that the monetary amount of the exchange value must surpass the costs of value creation by 
the producers, and the users would be willing to pay a monetary amount for the newly-created use 
value only when they recognize the producers indeed add or increase use value by modifying the 
original product, which the producers acquire for the purpose of value creation. In an air freight chain, 
the process of value creation by air freight forwarders can be better termed as a value adding process. 
Furthermore, Bowman and Ambrosini (2000) concluded that ‘new use value is produced by combining 
acquired use values with labour. Exchange value is realized at the time of sale. Added exchange value 
(profit) is only created where the exchange values realized on sale of the new use values sums to more 
than the cost of inputs’ (p. 8). 
In the case of air freight chains, considering the air freight service is not a tangible product but an 
intangible service which cannot be physically altered or modified, traditionally air freight forwarders 
offer customers alternative air freight services with potentially greater utility to them. This is in contrast 
to the airport-to-airport services provided by airlines and works through bundling the airport-to-airport 
service with other value-added services as a means of value creation. For instance, place-to-place 
services provide a wider scope of service than that of airport-to-airport services, and therefore, the 
increase in the scope of the air freight services by offering place-to-place services results in an increase 
of use value as well as monetary exchange value. In other words, air freight forwarders add value to the 
air freight services by bundling supplementary services with the initial airport-to-airport services in 
order to offer customers more comprehensive services.  




2.3.5 Value capture and value migration in air freight chain – a fluid situation 
All firms operating in air freight chains have to make a profit by capturing value to sustain their 
businesses. Once firms successfully create new use value, they naturally want to, in turn, capture the 
value by realizing a high exchange value (price)10. However, Lepak et al. (2007, p. 187) argued the 
success in creating use value does not necessarily indicate a subsequent success in value capture (or 
otherwise known as ‘value appropriation’ (Robinson, 2006; 2009). The ability of value capture (capture 
of exchange value), by firms that create the value, rests on a premise comprised of two key concepts: 
competition and isolating mechanism (Lepak et al. 2007, p.188). Indeed, Lepak et al. (2007, p. 189) 
stated that competition would arise when others attempt to replicate the new use value created and 
seek to profit from the value creation. Consequently, the exchange value (aka price) will be driven 
downwards under the pressure of competitions, and buyers may then benefit from the situation. In this 
context, an isolating mechanism is defined as ‘any knowledge, physical, or legal barrier that may prevent 
replication of the value-creating new task, product, or service by a competitor’ (Lepak et al., 2007, p. 
189). The very existence of the mechanism which effectively acts as an entry barrier to the market, 
therefore, enables the value creator to retain or capture more value (Lepak et al., 2007, p. 190). 
To take the arguments made by Neap and Celik (1999), Bowman and Ambrosini (2000) and Lepak, Smith 
and Taylor (2007) one  step further in the context of air freight chains, one may therefore conclude that: 
• The use value of a product or service is determined solely by customers’ perception of how 
much the quality and/ or performance of the product or service align with their desire, while the 
exchange value is realized by how much customers are therefore willing to pay, which is based 
on the use value;  
• If the use value becomes obsolescent or abject obsolete, the exchange value will fall regardless 
of the costs and efforts of producers; 
• As a consequence, logically, there is no value created regardless of the efforts made and capital 
committed by producers, if no customers are willing to pay. 
Hence, value is, far from being a static concept, exceedingly dynamic, and can ‘migrate from outmoded 
business designs to new ones that are better able to satisfy customers’ (Slywotzky, 1996, p. 12). As a 
result, the firm’s ability to capture newly created value is largely influenced by value migration, which is 
                                                      
10 Exchange value may be more than just price, but in this thesis we limit the exchange value to price in 
order to test the tangible value created by the chain in later chapters. 




caused by the obsolescence of a product or service (Beam, 1996; Brown, 1996). Martin Christopher 
(1998) created a useful milieu for potential cause of value migration in supply chains. He suggested that 
individual firms now compete in an era of ‘supply chain competition’ where the scope of competition 
extends beyond the peers that offer similar products (p.12). Firms now need to be more responsive to 
the ever-changing customers’ requirements or desires (Handfield and Bechtel, 2002), and be able to 
effectively and efficiently deliver the value to their customers via their supply chains, because any 
possible unfavorable value migration becomes a major concern of firms who are operating in industries 
(Slywotzky and Linthicum, 1997, p. 6). Moreover, the rapid development of IT, which results in a much 
enhanced connectivity, visibility and then transparency in supply chain from a consumer’s perspective, 
puts even more pressure on firms to improve the quality of their products as well as the service 
attributes of the products in line with the preferences of customers (Fawcett et al., 2007, p. 361) in 
order to retain value in their business and avoid unfavorable value migration (Slywotzky and Linthicum, 
1997, p. 10). 
However, Slywotzky (1996) only explains the scenario in which value migrates from one value creator to 
another who provides similar products or services. Both Fawcett et al. (2007) and Handfield and Bechtel 
(2002), whose research was based on Slywotzky (2007) and is of limited use in achieving the research 
objective of this thesis, merely point out that value may migrate from one chain to another but failed to 
clearly indicate whether value migrates from one participant to another within a supply chain or not. 
As previously explained, an air freight chain is normally a part of overall supply chain of a particular 
product and shares similar attributes. Inevitably, value migration also exists in air freight chains in the 
form of air freight service value that is only realized by how much customers are willing to pay for the 
services based on the determined use value by customers. Fortunately, Robinson in his 2003 paper, 
ingeniously provided a useful insight into the value migration in freight chains from a chain perspective 
as he argued ‘for buyers of freight services - whether manufacturers, rural and primary producers or 
retail giants - the pressing need to control costs in supply chains has spawned numerous strategies 
within a broader supply chain management framework that seeks sophisticated levels of operational as 
well as corporate integration – and ideally, fully integrated corporate and inter-corporate business 
processes. For sellers of freight services - traditional transport providers now best described as third-
party service providers intervening between buyer (aka shipper) and customer – the focus on value 
delivery in competitive markets is underlying urgent attempts to expand control over freight movements 
and to capture an increased share of value over the entire movement chain. It is resulting in rapidly 




restructuring corporate and chain frameworks’ (p. 654). To adapt Robinson’s theory in the air freight 
chain context, one may tentatively contend that:  
• customers (consignors or consignees), to a certain extent, try to capture the value created by air 
freight services by trying to pay as little as they possibly could;  
• airlines and air freight forwarders cooperate to create greater use value of air freight services to 
demand more exchange value while competing with each other to capture more value. 
Therefore, value migration happens in two forms, where value migration among air freight chains is 
caused by the ever-changing requirements of customers, but, more importantly in this thesis, the very 
existence of value migration within the air freight chains is caused by the contestation for share of value 
within the chains. This is because, as we contend in this thesis, freight forwarders and airlines are in 
direct competition with each other for the value created by the chains. We call this competition 
between two chain partners as ‘vertical competition’ to be clearly differentiated in this thesis from peer 
competition or ‘horizontal competition. In view of that, one may understand why some airlines were in 
the process of expanding their operation scopes in an attempt to play a more important role in supply 
chains conducted via air freight services (Panayides, 2002, p. 403), although the trend of airlines offering 
more comprehensive services to shippers has apparently never gained traction (Wirsing, 2000).  
In general, based on an a priori argument on value migration, an air freight chain only exists when: 
unfavorable value migration does not take place in either form; customers are willing to pay a 
reasonable monetary amount for the exchange value of the services; and none of the chain participants 
make a loss in providing the service (that is, the value they capture is more than the cost of creating use 
value). 
2.3.6 Contestation for the finite value – a zero-sum game? 
By closely observing how air freight chains operate in practice, one can argue a posteriori that the value 
created by air freight chains can be simply measured by using a monetary amount with upper and lower 
limits. Robinson tentatively pointed out that value created by supply chains is limited (Robinson, 2009, p. 
17). For example, assume that a supplier (as the consignor) tries to sell a certain tangible product 
directly to a buyer (as the consignee) in a faraway locale via an air freight chain as shown in Figure 2.4. 
There is a limit that the buyer can afford to pay in order to break even. Therefore, the upper limit of the 
exchange value that the air freight chain is able to create is the monetary difference between the 




maximal amount that the buyer is able to pay when receiving the product and the agreed price of the 
product between the buyer and the seller without transportation; the lower limit of the exchange value 
of the air freight chain is cost of creating the use value of the chain by all the chain participants 
collectively. To simplify the description above by using Incoterms11 (ICC, 2010), the exchange value can 
be measured by calculating the difference between DDP12 and EXW13.  
 
Figure 2.4. A simplified supply chain via air freight 
 
If the exchange value of the air freight chain exceeds the upper limit, buyers and sellers will seek 
alternative transport arrangements (i.e. a different air freight chain via a different airline or a different 
freight chain (sea freight or road freight if applicable)). Conversely, if the exchange value exceeds the 
lower limit, that means not all the chain participants can break even, in which situation some 
participants will choose not to join the freight chain. 
In summary, each participant, in an air freight chain, creates use value by committing efforts and capital 
in the hope to capture a share of exchange value of the air freight chain to sustain its business. Hence, 
all the chain participants are, in effect, competing with each other to capture more value because the 
value created by the air freight chain is limited due to the existence of alternative and parallel air freight 
chains that offer similar services to customers. Indeed, if an alternative chain can offer cheaper price for 
same services or better value for money, unfavorable value migration will probably occur. This scenario 
that happens in air freight chains can be best described as a zero-sum game in which the sum of the 
players’ pay-offs is a constant. If the constant sum is zero, the game is a zero-sum game. Constant-sum 
games are games of pure conflict; one player’s gain is the other’s loss’ (Carmichael, 2005, p. 12). In this 
thesis, although it is recognized that air freight chains compete with other air freight chains for 
                                                      
11 The Incoterms were created in 1936 with the purpose of providing a set of international rules for the 
interpretation of the most commonly used trade terms in foreign trade (ICC, 2010). 
12 DDP (Delivered Duty Paid) means that the seller delivers the goods when the goods are placed at the 
disposal of the buyer, cleared for import on the arriving means of transport ready for unloading at the named 
place of destination (ICC, 2010). 
13 EXW (Ex Works) means that the seller delivers goods when they are placed at the disposal of the buyer 
at the seller’s premises or at another named place (ICC, 2010). 




customers, this research will pay more attention to finding out how the chain participants operating in 
the same chains (including customers) will compete for the value that the air freight chain has created, 
and especially to how freight forwarders operate to achieve the preeminence in the chains. 
2.3.7 The air freight chain perspective – a worthy perspective to pursue? 
In conclusion, both Cox’s (1997; 2004) and Robinson’s (2009) frameworks are very much based on 
generic supply chains and value chains which lean more towards the manufacturing sectors. However, it 
becomes confusing, or at least somewhat concealing rather than revealing, if one tries to apply the Cox’s 
power analysis and Robinson’s chain system analysis as frameworks to the air freight chain. One should 
acknowledge, as was pointed out in the previous section, that transactional relationships between all 
the participants in the air freight chain do not revolve around the products being air freighted but rather 
the provision of air freight services and airport-to-airport services. Therefore, it may be possible to claim 
that air freight chains are ‘product neutral’, which makes them simply ‘service chains’.   
 
2.4 Summary   
In summary, after a thorough review of relevant literature, this research study will be conducted using 
the concepts of value and air freight chains which have been defined in this chapter. 
Here is a brief outline of this air freight chain analysis perspective: 
• Air freight chain analysis focuses on the air freight services as a service product (product 
neutrality); 
• All the contractual relationships are based on exchanging air freight services for monetary gains; 
• One certain kind of air freight service is the end product, which all of the chain participants 
collectively create use value or part thereof, to be sold to end customer to realize exchange 
value; 
• All chain participants along with customers compete dyadically to capture the limited value 
created by the chains (a zero-sum game). 
Having thus defined air freight chain from this perspective, this research is able to be concentrating on 
the dyadic relationships within the chains and investigate how these relationships impact on each chain 




participant’s ability to create and capture or appropriate value without the distractions inherent in the 
different nature of the products that chains constantly deal with.  
Furthermore, as Cox’s studies and framework have been repeatedly mentioned in this chapter, it 
becomes necessary to review the Cox’s theories and framework in some detail. Therefore, the following 
chapter presents a comprehensive and critical review on Cox’s framework along with some suggestion 
of modifications to provide a solid conceptual foundation for this study. 




Chapter 3 Conceptual framework – Cox’s framework with modifications 
3.1 Introduction  
Freight moves in supply chains from seller to buyer or end customer. Freight forwarders and airlines are 
functional elements in those chains, along with numerous other firms, and how they operate and what 
rewards (revenues and profits) they derive from their activities are critically related to the dynamics and 
structure of the chain. This is essentially a ‘classic’ supply chain perspective. The firms are also 
embedded in their related markets of competing firms (other freight forwarders and other airlines), 
which is an economics perspective. Porter, in his book published in 1985, first conceptualized the ‘five 
forces framework’ for strategic analysis, in which he identified the buyer-supplier relationships (Porter, 
1985). In 1997 Andrew Cox, at the University of Birmingham in the UK, recognized the 
complementarities of these views and, in a significant conceptual breakthrough, linked supply chains 
and value chains as mirror images of the other. Essentially, Andrew Cox took a particular interest in 
parts (the buyer and supplier’s forces) of the five forces framework and this developed into a Power 
regime framework by focusing on the buyer-supplier relationships, and applying dyadic relationships in 
the procurement process in the supply chain analysis (Cox, 1997). 
Whilst Cox’s framework is pivotal in the attempt to fathom out supply chain dynamics and is a useful 
framework for this thesis, this thesis will further explore the feasibility of adapting Cox’s framework in 
the air freight chain (which is subtly different from a traditional supply chain) context. 
This chapter is comprises four sections: the first section is a brief introduction; the second section 
presents a detailed review on the rudiments of Cox’s framework as a basis of the analytical framework 
in this thesis; the third section proposes a series of modifications to Cox’s framework to better address 
the research problem in this thesis; and the last section summarizes the previous sections and outlines 
how this study will adapt Cox’s perspective with the additions and modifications proposed. 
  




3.2 Cox’s framework adapted to the in air freight chain context 
3.2.1 Value chain analysis in supply chains - from Porter to Christopher to Cox 
This section discusses the concepts of value chain and value chain analysis in other supply chain 
literature and examines the theoretical foundation on which Cox’s framework developed prior to its 
introduction. While Cox’s framework, along with later Robinson’s whole-of-chain analysis, are very much 
appreciated and are the foundation of the conceptual framework adopted by this thesis (essentially a 
heavily modified Cox and Robinson approach), we also recognized, and discuss, the weakness and 
imperfection of Cox’s framework.  
The original thought on value chains can be traced back to Michael Porter’s book Competitive 
advantage: Creating and Sustaining Superior Performance in 1985. Porter arguably inaugurated the 
concept of value chain. The essence of Porter’s argument was later developed and further theorized by 
Baig and Akhtar (2011) that the firm ‘creates value by transferring raw materials into relatively 
standardized and finished products, where the value of the product in the market is the medium that 
makes difference from competitors’ product’ (p. 255).  
The value chain concept is a useful analytical tool (Porter, 1985). Firms apply their critical resources to 
engage in chronologically linked activities to create value so as to eventually contribute to the profit 
margin of the products in value chains (Anic and Nusinovic, 2005, pp. 14-5). Furthermore, all activities 
that happen in the value chain are part of the broad value chain system, which consists of various other 
companies either upstream and downstream (Thompson and Strickland, 2003, p. 23). The value chain 
analysis seeks to identify the opportunities for value enhancement, lowering of costs and the 
coordination of different activities along the chain as well as the requirements for gaining a competitive 
advantage (Anic and Nusinovic, 2005, p. 17). Value chain analysis, therefore, helps management in 
comparing the critical success factors (product cost, product quality, delivery time, innovation) with 
competitors and choosing the most efficient strategy to implement their own strategies. 
The process thus bodes well with the nature of conventional supply chain configuration/ structure, and 
therefore makes it easy to understand the imperative of some activities, such as the optimization of 
production and operations as a key driver for value creation (Shah and Mishra, 2012, pp. 38-39). Martin 
Christopher in his 1998 work asserted that firms create more value by adopting appropriate supply 
chain and logistics strategies, and further argued that ‘corporations can create and deliver customer 




value through the supply chain … by establishing the role of logistics in achieving corporate goals’ 
(Christopher, 1998, pp. 47-48). However, Knemeyer (2006) argued that Martin Christopher’s works 
stopped short of explicitly defining the value and how exactly firms create and deliver value in a 
definitive and tangible way.  
In general, traditional supply chain rationale usually believes that all individual firms function according 
to the activity logic of the value chain, that is, the value chain functions within the supply chain, and 
shares its focus on the chronological value-adding activities of acquiring, transforming and distributing 
products (Cooper et al., 1997; Ballou et al., 2000; Huemer, 2006). Supply chain becomes a perfect 
context, which thereby conventionally helps to discover the pattern of value creation as associated to 
the pattern of chronological activities between firms in the chain. Such a view, in turn, formed the initial 
basis of Cox’s supply chain/ value chain framework. 
For Cox, the supply chain is defined, more or less conventionally, as 'the series of functional stages that 
use various resources to transform raw material into a finished product or service and to deliver this 
product or service to the ultimate consumer' (Cox, 1997, p. 211; Cox et al., 2002, p. 4). The supply chain 
'creates a corresponding value chain...defined as a series of financial relationships that starts with the 
ultimate consumer buying the finished product or service and, ultimately, results in all of those who 
participate in the chain of supply relationships being allocated a share of the revenues flowing from the 
ultimate consumer' (Cox, 1997, p. 212; Cox et al., 2002, pp. 4-5).  
3.2.2 Value chain and Supply chain – compared and contrasted by Cox 
Having been able to trace the value chain analysis on supply chain to its origin, this section will discuss 
the key differences and correlations between the concepts of value chain and supply chain. In the early 
2000s, some researchers started advocating the necessity of applying value chain concepts in supply 
chain management (see Brown, 1996; Neap and Celik, 1999; Bowman and Ambrosini, 2000; Walters and 
Lancaster, 2000, for instance). In his 1997 book, Cox revolutionarily opined that sustainable business 
success can only be sustained if firms possess power over something or someone. The power then 
determines the ability to appropriate value from relationships with others (Cox, 1997, p. 159). 
Cox initially started off by adopting a generic definition of supply chain as discussed in the previous 
section (Cox, 1997, p. 211). Cox then ingeniously made the connection between supply chain and value 
chain, where he defined the supply chain as ‘a series of exchange relationships between buyers and 




suppliers’ (Cox, 1997, p. 3) and the value chain as ‘a series of financial relationships that starts with the 
ultimate consumer buying the finished product or service and, ultimately, results in all of those who 
participate in the chain of supply relationships being allocated a share of the revenues flowing from the 
ultimate consumer’ (Cox, 1997, p. 5).  
 
Figure 3.1. The supply chain and value chain (Source: Adapted from Cox (1997, p.211)) 
 
Figure 3.1 illustrates the exchange relationships, which are the fundamental bases of Cox’s theory, 
existing within value chain and supply chain. Simply put, this set of exchange relationships is the basis 
upon which both supply chain and value chain form. Cox took the definition one step further, 
contending that the products and services are delivered simultaneously via both the physical supply 
chain and a set of exchange relationships within a value chain (Cox, 1997, p. 228). Therefore, a physical 
supply chain co-exists in parallel with a value chain, which regulates the value flow from customers of 
the products or services chronologically to every vertical chain participant (Cox, 1999, p. 174). 
Significantly, Cox’s view on this notion is echoed in a number of recent studies (Hingley, Lindgreen and 
Grant (2015), Pang et al. (2015), MacCarthy et al. (2016), de Jong and Benton (2018). 




3.2.3 Power, Power Relationships and ‘Critical Assets’ 
Power is a well-established concept in sociology and is associated with the work of Steven Lukes. For 
Lukes, in 1974, a firm exercised power over another firm when it caused the other firm ‘to act in a 
manner contrary to its own interests' (Lukes, 1974, p. 37). In a later edition, he noted that power could 
also be understood as a 'capacity' for the firm to act - whether or not it did so depend on the particular 
market conditions in play (Lukes, 2005, p. 30).  
In a supply chain context, the very existence of power possessed by some firms has long been 
recognized and researched by academia (Lambert and Cooper, 2000; Stannack, 1996; Webster, 1995). 
The concept of power has been popular among researchers, for many relatively new studies have been 
conducted in a variety of perspectives based on power in supply chains, such as Agarwal et al. (2007), 
Williamson (2008), Zhao et al. (2008) and Fumero et al. (2012). Cox, as a pioneer, raised the concept of 
power to a strategic level while others stopped at a tactical level. Cox, nevertheless, sees power in 
similar terms as the ability of one firm to impact adversely on another (Cox, 1997; 1999; 2001; Cox et al., 
2002; Cox et al., 2004). Cox (1997) contended that a business’ success hinges upon how much value 
firms can appropriate/capture from the value which flows through supply chain, in competition with 
other vertical chain participants. Cox then uniquely acknowledged the presence of the impact of power, 
in various degrees and patterns existing in the exchange relationships, on the flow of value through the 
chain (2002, p. 4); in other words, this is the distribution of value among vertical chain participants.  
Critically, the notion that the possession of power can be mirrored by firms’ ability to achieve market 
closure is somewhat misleading. Markedly, market closure merely shuts out the ‘horizontal’ competition 
to safeguard the value (or exchange value, to be precise), generated from customers, against migrating 
out of the supply chain, but is inadequate to guarantee a fair or even higher than normal (rents) share of 
value to be appropriated by firms through ‘vertical competition’. That is why Cox claimed that ‘it is not 
only the degree of monopoly power that a firm has that is critical for business success, but also its ability 
to exert power, and in so doing achieve dominance, over other chain players’ (2002, p. 7). Therefore, the 
ability of one firm in pursuance of maximizing its share of value is very much determined by the power 
relationships with other vertical chain participants. In this thesis, it is, thus, imperative to map the power 
relationships within the air freight chain of each case study in order to attain a microscopic view of the 
mechanism, of which power relationships influence the flow of value in chains. 




Critically, the source of power was initially explored by Emerson (1962) proposition that the power of 
one party in a dyadic relationship comes from control of resources that the other party values and are 
not able to acquire from elsewhere, and further strengthened and theorized by the Resource 
Dependency Theory (RDT) proposed by Pfeffer and Salancik (1978). Many researchers, as rightly pointed 
out by Reimann and Ketchen (2017), took this lead and went on conducting quite a number of 
researches based on the notion of power asymmetry described by RDT (see Skipper et al. (2008), 
Terpend and Ashenbaum (2012), Nyaga et al. (2013), Pulles et al. (2014), Brito and Miguel (2017), Huo, 
Flynn and Zhao (2017) and etc.). However, Cox took a distinctive opinion on this notion and contended 
that the possession of power can be established by owning and controlling critical assets defined as 
‘resources that are scarce and of great utility and provide the firm with the leverage over buyers or 
sellers or preferably both’   (Cox et al., 2002, p. 3), which is a clearer notion than resource per se, as 
resource as a term can be somewhat too broad to be precisely defined. Built on the perception raised by 
Hallen et al. (1991, p. 31) that certain degree of power held by firms in a dyadic exchange relationship 
can be at least partly attributed to the possession of reasonably scarce resources that their rival firms do 
not have, Cox’s important contribution was laid in his careful definition of an analytical framework in 
which a firm's power is seen to derive from the ability to own or control scarce and valuable 'critical 
assets', or power resources, of one sort or another. 
In general, for Cox, by owning and controlling critical assets, not only are firms able to close the market, 
but they can also leverage value from rival firms in dyadic exchange relationships (Cox et al., 2002, pp. 4-
6). Critical asset can be in any form, tangible or even intangible. Cox and his associates failed to clearly 
define the critical assets in power relationships, because, in this researcher’s opinion, the ‘critical’ asset 
varies from one power relationship to another. Without precisely identifying the unique critical asset in 
a certain power relationship, one can never be able to definitively pinpoint how the firm leverages its 
power to appropriate more value from its power relationships. Nonetheless, by fixating on the notion of 
the critical assets, Cox and his associates obviously did not explicitly define the source of the power in 
their studies. In this researcher’s opinion, the list of measures outlined in Figure 3.3 can be an important 
group of potential critical assets, from which this researcher will run tests to determine which one or 
ones are the critical assets that enable the power projection in dyadic exchange relationships. 




3.2.4 Power Matrix – the foundation of Cox’s Power theory 
Cox introduced a simplistic yet intuitive matrix to categorize potential power relationships existing in 
dyadic exchange relationships as demonstrated in Figure 3.2. Cox posits that the power relationships are 
predicated on the relative utility and scarcity of resources possessed by buyers and suppliers as dyadic 
partners within chains (Cox et al., 2002, p. 4; Cox et al., 2004b, p. 357). Cox suggested that whenever 
exchanges between buyers and suppliers occur, power relationships naturally form between them; and 
that the sides conscientiously or not try to maximize their returns from the relationships by exerting 
power as a leverage tool (Cox, 2004, p. 417). Essentially, the attributes of these different power 
relationships can be tentatively determined by a number of measures, as shown in Figure 3.3, based on 
Porter’s theory, such as switching costs, the attractiveness of the products, share of the total market, 
asymmetric information advantages and search costs, to name a few (Cox, 2001, p. 14; Cox et al., 2004, 
p. 44).  
 
Figure 3. 2. The Cox’s Power Matrix (Source: Adapted from Cox et al. (2004, p.40)) 
 
 





Figure 3.3. Attributes of buyer and supplier power by Cox (Source: Adapted from Cox (2001, p.14)) 
 
In general, 'Buyer dominant firms' prefer an environment with few other buyers and many suppliers and 
where the buyer has a large proportion of the total market of a supplier and so on. 'Supplier dominant 
firms' prefer the opposite. Where the market conditions suggest that there are few buyers and few 
suppliers and cooperation appear appropriate, the firms would fall into an 'interdependent' category. 
When many suppliers and many buyers exist, an 'independent' classification holds, and this suggests 
there is no particular reason for cooperation. To ensure sustainable power, Cox suggests that firms 
always seek to 'close' the market through 'isolating mechanisms' (for suppliers, product and process 
innovation, information asymmetry, branding, property rights, dedicated investments, economies of 
scale and natural monopoly; for buyers, by the amount and frequency of spending, for example (Cox et 
al., 2004, p. 44)). 




3.2.5 Dyads, power and value appropriation in power regimes 
In practice, it is not common for a supply chain to comprise only one dyadic power relationship. Cox 
uses ‘power regime’ to denote a set of inter-connected dyadic power relationships within a supply chain 
(Cox, 2004, p. 412). It should be noted here that although the notion of ‘power regime’ is not perfect, it 
is a useful means (with perhaps a few modifications) to provide an anatomic view of various power 
relationships in complex chains involving many different chain participants.  For ease of discussion, the 
notations shown in Figure 3.4 are useful.  
 
Figure 3.4. Connotations of power relationships  Source: Adapted from Cox et al. (2004, p. 40) 
As Figure 3.4 shows, A > B connotes buyer power where A possesses critical assets (A as the buyer, and 
B as the supplier). Conversely, A < B connotes supplier power where B possesses critical assets. A = B 
connotes buyer/supplier interdependence, while A 0 B connotes buyer/supplier independence where 
neither party holds any critical assets. 
 
Figure 3.5. Example of a single dyad relationship 
Figure 3.5 shows an example of how a single dyad relationship is illustrated in this research; it suggests a 
supplier dominance between firm A and B. The shaded circle represents the player which can be 
expected to appropriate more value or earn rents from the dyadic exchange relationship, while the un-
shaded circle represents those from which the value is being appropriated (Cox, 2001, p. 13). In this 
thesis, the shading of circles is applied to connote the winner(s) from each power regime of dyads. 





Figure 3.6. Example of a double-dyad relationship 
Figure 3.6 suggests a double-dyad relationship example with all three players sharing equally the value 
from this portion of the chain. Cox refers to this pattern as ‘synchronized interdependence’ and the 
value is shared equally (Cox et al., 2002, p. 45). In Figure 3.7 below, Cox illustrated the possible sixteen 
exchange regimes, each of which has two interlocking exchange dyads. There are four groups within the 
16 regimes that are distinguished by the power relationships that exists A, B and C. 
 
Figure 3.7. Value appropriation in double-dyad exchange regimes (Source: Adapted from Cox et al. (2002, p.69))  




Figure 3.8 shows a more sophisticated supply chain regime: A represents the end customers; and B 
represents a final assembler; C, D and E represent components suppliers; and F, G and H represent raw 
materials suppliers. This hypothetical power regime resembles the ones that are existed in the chosen 
three air freight chains in this research. Importantly, concise determination of the power regimes (as 
part of Step 4 of the analytical process listed in Section 1.9) in the context of those three pre-selected air 
freight chains helps us to evaluate the mechanism behind how each chain participant delivers and 
appropriates value from the chains. This will be discussed in Chapter 4 and applied in Chapter 7 with 
greater detail. 
 
Figure 3.8. Value appropriation in supply chain power regimes (Source: Adapted from Cox et al. (2002, p.73)) 
 
 
3.2.6 Power and strategy – power shift 
Power existing within dyadic exchange relationships is anything but static. Cox argued that firms, which 
are being leveraged by power held by other firms, might adopt certain strategies to influence the power 
relationships (Cox et al., 2004a). Inevitably, a firm in a weaker position with an exchange dyad will 
endeavor to change the status quo at any cost possible (Cox et al., 2004a, p. 47). Based on this assertion, 
Cox contends that there are a series of strategic options that can be chosen by buyers and suppliers to 
improve their power positions by being able to capture more value from chains. 





Figure 3.9. Repositioning buyer leverage in the Cox power matrix (Source: Adapted from Cox et al. (2004a, p.46)) 
 
Figure 3.9 demonstrates the available strategic options (routes) for buyers to choose if they want to 
escape from the situation of being locked in adverse power relationships. We take Route 1 as an 
example to demonstrate how Cox conceptualized the figure (Cox et al., 2004a, pp. 46-47). Obviously, as 
Figure 3.9 shows, a buyers’ worst power position is to be in a supplier dominant relationship with their 
suppliers, because they may exploit the situation by leveraging power against buyers. It is equally 
apparent that buyers will desire to be in buyer dominant relationships with their supplier where they 
can drive the buying price (aka, exchange value, in this thesis) to take advantage of this situation. 
Therefore, by starting from the initial position (supplier dominance) as shown in the matrix, buyers 
would attempt to take the Route 1 to get into a position of strength (buyer dominance) diagonally. 
However, in reality, this route is very rarely available to buyers. For this route to be available, it would 
require some major market disruptions, which are akin to fundamental changes to supplier and demand 
situation in the market; for example, war and natural disasters may negatively impact on the overall 
demands of a product and create a situation of supply exceeding demand which may favor surviving 
buyers. 




Figure 3.9 demonstrates the available strategic options (routes) for buyers to choose if they want to 
escape from the situation of being locked in adverse power relationships. Based on Cox’s conclusion that 
was drawn by conceptualizing the figure (Cox et al., 2004a, pp. 46-47), a few important points are 
discussed as below.  
Conversely, Figure 3.10 demonstrates the available strategic options (routes) for suppliers who wish to 
escape from the situation of being locked in adverse power relationships. Taking into consideration that 
this thesis focuses more on the buyers’ choices, i.e. why SMEs (as buyers) choose to deal with freight 
forwarders rather than airlines directly, it is unnecessary to fully discuss all six routes for suppliers 
because they are very similar, but opposite, to those of buyers. 
 
Figure 3.10. Repositioning supplier leverage in the Cox power matrix (Source: Adapted from Cox et al. (2004a, p. 49)) 
 
 
3.2.7 Cox’s value chain/ supply chain perspective – a useful yet imperfect framework 
How much value can any one firm extract from a supply chain? According to Cox (2004), it depends on 
how firms work together - whether at arm's length or collaboratively, and over what period of time. 
Analysis suggests only three possible outcomes - from 'aligned' relationships which are positive and 
constructive, 'misaligned relationships’ which deliver sub-optimal outcomes and a ‘misaligned with 




dysfunctional conflict' condition - which delivers serious and ongoing loss of value (Cox, 2004, p. 97). For 
Cox, effective value-generating relationships in supply chains are critically dependent on understanding 
the underlying power relationships and the levels of value appropriation that exists among firms. 
The Cox framework is valuable in underlining the importance of power imbalances and the 
concentration and the flow of value through the chain. But, and as Cox himself recognizes (Cox et al., 
2004, pp. 74-75), the perspective is essentially structural and static rather than dynamic, and analysis 
rests heavily on limited dyadic structures - single, double dyadic sub-regimes that are clearly part of 
broader power regimes. This means that a firms’ power is seen to operate in defined sub-regimes and 
underlines the notion of highly disintegrated chains. What, then, if under some circumstances 
cooperation of firms across the whole chain, rather than in distinct sub-regimes, can result in more 
efficient chains creating and delivering greater value to each of the firms in the chain as well as to the 
buyer or end customer? In economic terms, it is cooperation rather than competition among firms in 
order to capture the joint gains. More recent research (Robinson, 2012; Robinson et al., 2013) has 
suggested the need, in some supply chains, for a whole-of-chain perspective that relies on integrative 
efficiency, on a single intelligence and entity focused view to ensure higher value outcomes. But is 
integration really a recipe for a more efficient chain? The question of this study still remains, and indeed 
seems to point to the opposite: airlines tried and failed to offer door-to-door services, whilst integrators 
largely profit from a niche market (express parcels)  (Chan and Ponder, 1979; Oster et al., 1997). 
Cox’s framework, therefore, is grossly under-equipped to be helpful to seek out answers to the research 
questions which are concerned with to what extent do freight forwarders operating in air freight chains 
serving many small to medium sized businesses in an air-dependent nation state, add value to the 
businesses? And if so, by how much? Is the freight forwarding market competitive and stable, or are 
forces at work that will focus freight forwarder power in simple dyadic structures, creating 'shorter' 
supply chains and eroding customer value?  Do airline-based services offer a value alternative? These, 
and related issues, are examined here within an innovative conceptual framework. 
  




3.3 Cox’s conceptual frameworks – modifications proposed 
3.3.1 Shortcomings of Cox’s framework 
In order to address the issues raised above, it is necessary to access and modify relevant conceptual 
frameworks to help organize ideas and direct the collection and analysis of the data in order to carry out 
an empirical study of this issue (Shields and Rangarajan, 2013). Whilst no existing frameworks are 
perfect for this current research study, the Cox’s supply chain/value chain analysis (Cox, 1997; 2001b; 
2004b; 2004a; Cox et al., 2002; Cox and Chicksand, 2007) provides a unique perspective to investigate 
how value is being created and distributed, and how it flows through the air freight chains. In addition, 
Cox’s framework theorizes the existence of power within dyadic exchange relationships (Cox et al., 2002, 
p. 5); and the power relationships are the key determinant of how value is being shared among chain 
participants (Cox, 1997, p. 26). 
Obviously, this framework is not without problems if it were to be applied in this study. Therefore, a few 
modifications are needed to address the inherent shortcomings of the Cox’s framework. Here is a 
complete breakdown of three concerning issues: 
The first and foremost shortcoming is the definition of ‘value’. As discussed previously in Chapter 2, 
Cox’s construed definition of value as ‘value propositions, value-adding process and value appropriation’ 
(Cox et al., 2002, p. 14; Cox et al., 2004, p. 9). This definition unfortunately entails more confusion rather 
than intended clarification when being applied in his later construction of a theoretical framework. It 
also makes it very difficult, if not impossible, to observe how value actually flows through the chains, 
since the value propositions, value-adding process and value appropriation are all abstract conceptions.  
The second shortcoming, which is equally glaring, is the measurement of the value. Cox proposed that 
the value can be measured ‘as the typical gross margin on the return of sales (ROS)’ (Cox et al., 2002, p. 
153). Nonetheless, Cox’s adoption of ROS as the measurement of value is problematic. Initially, there is 
a clear disconnect between the definition of the value and its measurement. Furthermore, ROS is 
primarily a financial ratio being applied to measure a firms’ operational efficiency and profitability (Rist 
and Pizzica, 2014, p. 96), and is often used as a benchmark when comparing firms’ financial performance 
against their peer competitors (Buzzell et al., 1975; Pearce et al., 1987; Tallman and Li, 1996). But it is 
neither appropriate to be used to as a yardstick to compare businesses from different industries, nor is it 
used as a determinant on classifying a power relationship in an exchange dyad. Generally, there is not 




enough evidence to draw a correlation between power and ROS. Consequently, Cox’s classification of 
power relationships is built upon the precarious foundation of measuring value as ROS. 
The last shortcoming is Cox’s failure to clarify how to identify the ‘critical asset’ in exchange 
relationships, as every example has different critical asset. Without identification of critical asset, firms 
cannot determine what the power is based on. In turn, firms cannot propose any strategies to shift 
power and get to a better power position. In addition, without identifying the critical asset, it is very 
difficult to differentiate between the two power relationships ‘independence’ and ‘interdependence’, 
both of which have similar attributes. In this research study, a quantitative technique will be introduced 
to determine the critical assets in exchange relationships. 
3.3.2 Modifying Cox’s framework 
Having discussed the shortcomings of Cox’s framework for this study, this section will propose the 
necessary modifications of Cox’s framework in order to better tackle the research problems. The first 
modification is to explicitly define the value as argued in the Chapter 2. The definition by Neap and Celik 
(1999) is adapted here in order to simply trace how the value, as a monetary amount, is being created, 
shared and contested in supply chains.  
Further, Bowen and Leinbach (2004) provided a useful example of application of the theory, on which 
the second modification is based, that there are two kinds of value: use value and exchange value. 
Therefore, in this study, the use value can be measured14 as the monetary cost of the creating the 
product or service whilst the exchange value is measured as the monetary amount that consumers are 
willing to pay to exchange for the product or service. In addition, with regards to the value migration, 
the value may logically migrate within the chains (vertically) and out of the chains to other parallel 
chains (horizontally), which offer similar products or services. 
The third modification is not to blur the concept of ‘critical asset’. The critical assets (and these are not 
relevant in an independent exchange relationship) will be pinpointed in each dyad in a power regime. 
                                                      
14 As argued in Section 2.3.5, ‘… an air freight chain only exists in a long run when … none of the chain participants 
make a loss in providing the service (that is, the value they capture is more than the cost of creating use value)’. 
Therefore, the customers’ willingness to pay the amount that equals to or more than the cost of creating use value 
(air freight service) becomes a bottom-line or presumption for the very existence of an air freight chain. Due to the 
reason that it is near impossible to quantify the customers’ perception, we use costs of creating use value to 
quantitatively measure the use value of the product in discussion (i.e. air freight services). 








Cox’s publication of his 1997 book Business Success marked the onset of the use of Cox’s 
framework, and this was arguably the pioneering work of strategic supply chain management 
studies. The framework eventually took shape and came to fruition in 2004 when Cox and his 
associates completed the book Business Relationships for Competitive Advantage. In essence, 
Cox’s framework is built on the premise that business success is not only about competing with 
other firms in a market,  but also being able to successfully manage its supply chains by 
controlling key resources/ critical assets, which is the very source of power and power 
relationships in chains (Cox, 1997, p. 12). Cox further argued such power and power 
relationships determine the firms’ ability to appropriate or capture value from the chains (Cox 
et al., 2004, p. 5). In this study, Cox’s framework is adapted as the main conceptual framework 
with three recommended modifications: the value in supply chains has been simplified by 
adapting value definition proposed by Neap and Celik (1999); value is measured by monetary 
amount and comprised of exchange value and use value; and critical assets will be individually 
identified in every dyadic exchange relationship.   
  




Chapter 4 Research Methodology – a case study approach with mixed research methods 
4.1 Introduction  
This research is focused on investigating the unexplained dominance of freight forwarders, and their 
value propositions, that have led to their preeminent place in air freight chains. As discussed earlier, the 
work will apply the fundamentals of Cox’s (1997) Power regime framework as a guide to understanding 
the particulars of the dynamics and structure of air freight chains. Given the complexities of this 
phenomenon and that a large amount of detailed information is available in this area, a case study 
approach has been preferred for this essentially exploratory research (Yin, 2009, p.6). Furthermore, 
given the complexities of the Cox framework itself, in which multiple concepts such as chain structure, 
power relationships and/or regimes, value appropriation, and critical assets arise (Cox, 1997; 1999; 
2001a; 2001b; 2004a; 2004b; Cox et al., 2002), and which arguably ought to be explored and examined, 
a further analytical framework needs to be adopted in order to systematize the analysis of collected 
data. Robinson’s freight system framework, which was initially based on Cox’s framework, provides this 
study with a uniquely useful methodological framework, which has been proved to be effective in a case 
study approach  (Robinson, 2002; 2003; 2005; 2006; 2007; 2009; 2013). Finally, also given the diverse 
nature of the proposed research questions, a ‘parallel mixed methods’ research design will be 
introduced. This has been done because some parts of the investigation will be strengthened by taking a 
quantitative approach (Hesse-Biber, 2010, p.68). Hence, this thesis will be conducted as a predominantly 
qualitative case study approach but of a mixed methods design. It will be centered on three detailed 
case studies: the fresh produce import chain from Thailand; the import of small electronic appliances 
from China; and the import of pharmaceuticals from the USA. This analysis will be used to demonstrate 
the dynamics of dyadic relationships in supply chains, and also seek to exemplify the ‘product neutrality’ 
of the newly proposed air freight chain perspective, given the diversity of the products in the selected 
chains.  
This chapter is composed of six sections: after this brief introduction, the second section (4.2) will 
present a detailed review of the overall research approach and its paradigmatic basis; section (4.3) will 
discuss the research design in some detail; section (4.4) will provide a step-by-step explanation of the 
methodology adopted; section (4.5) will discuss the key elements of the case study research approach; 
and section (4.6) will summarize this work and outline how the study will adapt Cox’s perspective, with 
the additions and modifications proposed. 




4.2 The overall research approach 
4.2.1 Ontology, epistemology and methodology – the paradigm behind the research approach 
Morgan and Smircich (1980) remind us that the determination of the research ontology and the related 
epistemology ought to precede the selection of methodology. In this research, the aim is to investigate a 
complex, constructed phenomenon that exists within very specific contexts. This positioning is in line 
with the relativist assumption about the nature of constructed existence and knowledge (ontology), 
which holds that ‘everything is relative, or at least everything except the thesis of relativism is relative’  
(Hales, 2009, p.12). This assumption, in turn, leads to a philosophy of the nature of knowledge building 
(epistemology)” (Hesse-Biber, 2010, p.12). Simply put, the philosophical ontology, in this case relativism, 
dictates the kind of  relationship that the researcher should have with the phenomenon being studied 
(Ponterotto and Grieger, 2007; Louw and Zuber-Skerritt, 2011). In this research, the potential answer to 
the research problems lies in the dynamics and mechanism of the interactive relationships existing in 
the chains, which are defined as constructed sets of ‘dyadic relationships’ (Cox 1997). In other words, 
the research is focused on the relationships among chain participants, which are inherently subjective 
(Refai, Klapper and Thompson, 2015). In order to understand and explore these phenomena that involve 
human interaction, decision making (not always rational) and perception of power in relationships, we 
assert that a constructivist or ‘emic’ epistemological approach is justified to underpin this research (Hui 
and Triandis, 1985).  
As this research is largely an exploratory research, the investigation mainly follows a qualitative, 
interpretivist research approach. Mason (2006) argues that qualitative research is particularly focused 
on ‘processes, change and social context dynamics’ (p.16), and participants' ‘perspectives on their own 
worlds’ (Creswell, 2013, p.14), in an effort to see these human experiences or phenomena through 
relevant subjective perspectives (Mays and Pope, 2000; Ponterotto, 2005). Recalling that the aim of this 
research is to understand the seemingly illogical emergence of a phenomenon (the freight forwarders’ 
dominance in air freight chains) rather than to explain any causal antecedents in this regard, our 
research, therefore, aims to investigate this phenomenon and then build tentative theories based on the 
research findings. As Taylor et al. (2015) postulate, qualitative methods are ideal to assist in theory 
building processes (p.6), and thus the qualitative approach becomes a logical choice for this research. 
Notwithstanding this focus on the qualitative approach, where appropriate some quantitative data will 




be accessed. We suggest that this mixed method approach will allow a more balanced consideration of 
the work to be developed. 
Having been able to identify the philosophical paradigms, and the subsequent methodological strategy, 
the specific research approach needs to be in turn determined for this research. Essentially, the work 
addresses the questions of ‘why’ and ‘how’ of the phenomena being addressed in this research. Yin 
(2003) persuasively argues that case study research is the preferred approach when ‘how’ and ‘why’ 
research questions are being posed (p.5). Given that this research focus is on ‘a contemporary 
phenomenon within some real life context’ (p.6), according to Creswell (2013), case study research is 
one of the most relevant approaches within qualitative design for this type of study (p.32), and this has 
attracted much interest from researchers in various disciplines (Bradley and Daly, 1994; Carolan et al., 
2016; Khan and VanWynsberghe, 2008; McIntyre, 2011; Mjoset, 2006; Sokolovsky, 1996; Stang and 
Jöckel, 2004). However, it must be recognized that there is some prejudice toward case study research, 
including concerns regarding the lack of rigor and generalization (Atkinson and Delamont, 1985; Ellram, 
1996).  Stake and Trumbull (1982) counter-argued that the findings of case study research can be 
propositionally generalized, and they suggest that a summary of the interpretations of case study can be 
incorporated with researchers’ own personal experiences, and in this situation, they are referred to as 
‘naturalistic generalizations’ (p.17). One of the most prominent authors on case study research, Robert K 
Yin, has also refuted those critics by stating ‘case studies … are generalizable to theoretical propositions 
and not to populations or universes. In this sense, the case study … does not represent a 'sample', and in 
doing a case study, your goal will be to generalize theories (analytical generalization) and not to 
enumerate frequencies (statistical generalization)’ (Yin, 2003, p.10). Therefore, we feel confident in that 
adopting a qualitative case study research design for this research will make a significant contribution to 
knowledge in the air freight chain area.  
4.2.2 Case study approach – the right fit 
Case study research is ‘one which investigates an individual or a group or even a community to answer 
specific research questions and which seeks a range of different kinds of evidence, evidence which is 
there in the case setting, and which has to be abstracted and collated to get the best possible answers’ 
(Gillham, 2000, p.1). In concert with this assertion, Dooley (2002) further argues that case study 
research is especially powerful in developing theory as it facilitates in-depth investigations of empirical 
phenomena and their context, which strikes a chord here since the clear  objective this research is to 




investigate a recurring phenomenon in the air freight industry and provide some practical understanding 
of its genesis. It has also been claimed that ‘A primary advantage of the case study is that an entire 
organization or entity can be investigated in depth with meticulous attention to detail. This highly 
focused attention enables the researcher to carefully study the order of events as they occur or to 
concentrate on identifying the relationships among functions, individuals, or entities’ (Zikmund et al., 
2010, p.140).  
Woodside and Wilson (2003), furthermore, argue that the definition of Case Study Research (CSR) 
should be broader rather than limiting it to a narrowly defined phenomenon, and contends that CSR be 
defined as ‘achieving a broad perspective’, and that CSR is inquiry ‘focusing on describing, understanding, 
predicting, and/or controlling the individual’ (p.495). The literature review of this thesis has discussed 
how the relative power relationships (between freight forwarders and other chain participants) 
influence the formation and dynamics of air freight chains, and how freight forwarders and other chain 
participants deliver, as well as appropriate, value from the chain which is centered on airport-airport 
freight services provided by airlines. Yin (2003) asserts that CSR (case study research) is preferred when 
‘how’ and ‘why’ research questions are being investigated, given the focus of the research is on 
‘contemporary phenomenon within some real-life context’ (p.13). Since few efforts at research have 
been conducted in an attempt to explore and explain the dominance of freight forwarders in air freight 
chains, this thesis goes beyond seeking to address only the questions of ‘why’ and ‘how’, but aims at 
addressing the more essential question of what impact the power position of freight forwarders has, in 
terms of power regimes, on the three selected inbound air freight chains in Bahrain.  
One of the fundamental characteristics of case study research is that one should not make any pre-
assumptions and a priori theoretical notions before successfully obtaining the data (Gillham, 2000, p.2), 
therefore, no set rules or universal guidelines exist to guide to design and conduct case study research. 
Sterns, Schweikhardt and Peterson (1998) further argue that the designs of the case study research can 
be heavily influenced by the intended output, which pertains to the nature this type of the research. 
Consequently, this thesis focuses on three selected import air freight trades and on the roles of freight 
forwarders. It will include an examination of patterns of value appropriation by various participants, and 
therefore, will be able to provide an insight into the phenomenon of interest and develop a basis for 
theory building based on the empirical findings of the investigation. 




4.2.3 Empiricism – the validity of the case study research approach 
Some researchers often criticize the case study research for lack of empiricism (Perry, 1998, p.785). But 
for Yin (2003), a case study is an empirical inquiry which: ‘investigates a contemporary phenomenon 
within its real-life context: when the boundaries between phenomenon and context are not clearly 
evident; and in which multiple sources of evidence are used’ (p.23), and the quality of the case study 
design determines whether the research is in line with empiricism or not (p.31). Yin (2003) further 
contends that there are four logical tests for judging the quality of the case study research design, which 
are construct validity, internal validity, external validity and reliability (p.34).  
Construct validity relates to the establishment of the correct operational measures for the concepts 
being studied (Yin, 2003, p.34). Yin (2003) further proposed three tactics to enhance construct validity, 
one of which is the most relevant one to this research, ‘the first is the use of multiple sources of 
evidence, in a manner encouraging convergence line of inquiry’ (p.36). This is why this research chooses 
distinctive cases from three totally different industries to achieve convergence in the research findings.  
External validity is validity which ‘refers to the generalization of research findings, either from a sample 
to a larger population or to settings and populations other than those studied’ (Lucas, 2003, p.236). Yin 
(2003) further argues that case study research is to expand and generalize theories (i.e. analytical 
generalization) rather than research findings (i.e. statistical generalization) (p.32). Analytical 
generalization provided by case study research coincides with the objective of this research. 
Reliability means the extent to which the study procedures can be replicated by later investigators with 
same results (Aaronson and Burman, 1994; Golafshani, 2003; Morse et al., 2002). Yin (2003) suggest that 
the researcher should well-document and operationalize the investigative procedures in order to 
achieve objectivity (p.69). This research follows an operationalized investigating process inspired by 
Robinson’s chain system analysis, which is an operationalized analytical process (Robinson, 2002; 2003; 
2005; 2006; 2007; 2009; 2013). The extent to which researchers operationalize the research process, has 
arguably the most impact on the quality of the case study research (Head and Eisenberg, 2009). 
4.2.4 Bahrain Import air freight chains – the case study research focus  
The way in which freight forwarders operate and conduct their businesses so as to achieve primacy in 
the air freight supply chain is the focus of this research. The three aforementioned inbound air freight 




chains provide the basis of this multiple case study research, in the development of which a number of 
factors were carefully considered. Whilst it is obvious that there are a very large number of import air 
freight chains focused on Bahrain, our initial consideration suggested that using a case study approach 
we could profitably focus on three significant but also quite different air freight chains.  
First, the primary reason for selecting sub-cases located in three distinctive air freight markets, was that 
we wanted to gain some variations in the research and to obtain a broader view of air freight chain 
substructures and dynamics to at least enable some ‘naturalistic generalization’. The fresh vegetables 
chain from Thailand was chosen due to its highly perishable nature; the chain of pharmaceuticals from 
the US was chosen on the basis that this category of the products is both perishable in some cases and 
highly valuable, and is almost exclusively transported by air freight; and the chain of small electronic 
appliances is chosen because of its large volume and the competitiveness in the trade, and this provides 
a significantly different perspective when compared to the previous two chains which are often 
classified as niche chains. 
Second, these industries were selected because the international air freight model is the preferred 
transportation mode for each of them. The industries were hand-picked as cases for case study research 
because the products of those three chains are ‘air eligible’. Another key consideration here was that 
despite using the same air freight services provided by airlines, each of the three air freight chains has 
different packaging, storage, pallet loading and regulatory requirements and, most importantly, 
different shipping methodologies, all of which are germane to this investigation. 
Third, the values of these three industries represent a significant part of the annual Bahraini import 
trade. Whilst local fresh produce markets import products from a number of countries which is widely 
considered to be of relatively low quality with low prices, air freight shipments from Thailand normally 
target high income groups, often including a large proportion of expatriate personnel, and are received 
on a daily basis via four airlines. In 2011 the Central Information Directorate in Bahrain (CIO) noted the 
value of these imports at $4.5m. China is reported as the largest producer in the world of small 
electronic goods, and in 2011 the CIO valued the import stream at $17m - a significantly valuable stream 
given that the population of Bahrain is just over 1 million people. The U.S. is the biggest export origin of 
pharmaceuticals for Bahrain, and in 2011 the value of the import stream was noted as $8.3m. All three 
import streams vary across a number of dimensions - including, for example functional, contractual and 
regulatory dimensions. 




In summary, the fundamental reason for choosing this set of cases from three different industries, is to 
attain an in-depth understanding about the universalities of the power relationships and dynamics of 
power structure of air freight chains. This will equip us to draw balanced conclusions regarding elements 
in the supply chain, and thus make implications on the way power impacts on international air freight 
chains. Such understandings will lead us to some tentative notions on the way global air freight chains 
operate under the influence of the power regime that exist within them, and to note how the imbalance 
of power seems to be with the air freight forwarders. 
 
4.3 Research design – a qualitative case study approach with mixed methods design 
4.3.1 The inadequacy of a pure qualitative methodology for this investigation 
As previously stated in Chapter 1, the main research question is “How and to what extent do freight 
forwarders, operating in air freight supply chains in a fragmented market and being sustained by small 
to medium sized businesses, contribute to the sustainability and efficiency of supply chains by creating 
and delivering value?” 
In preparation for this research, several initial visits to selected freight forwarders and importers in 
Bahrain were arranged, and they were engaged in informal discussions to clarify existing aspects of the 
structure and dynamics of the air freight chains. An initial literature review indicated that there has been 
little research conducted specifically on the power dynamics within air freight chains, and no 
suggestions had been made of the basis for the freight forwarders’ dominance in this system. In addition, 
no suitable analytical framework could be found to be supplementing Cox’s Power analysis, an approach 
which originated from supply management analysis and has usefully lent itself to air freight chain 
analysis in this research.  
 
However, the complexity of the phenomenon based on the preliminary study exceeded initial 
estimations, which led this researcher to believe that the quality of this research may well be adversely 
affected by the inadequacy of a purely qualitative approach because of its inability to reveal the extent 
of power being exerted in air freight chains. This suggested, therefore, that a qualitative case study 
research alone may not be sufficient enough to provide a description of the full anatomy of the 
phenomena under review, and this apparent deficiency will be more fully addressed later.  




There are four sub-questions that are derived from the main research question: (i) whether or not, and 
to what extent, do freight forwarders create and deliver quantifiable value to SMEs (the consignors and 
consignees)?; (ii) whether or not, and to what extent, do freight forwarders  add or erode value 
captured by airlines servicing these air freight chains and, in so doing, appropriate significant chain 
power?; (iii) whether or not the chains are, or are perceived to be, efficient and sustainable?; and, most 
importantly, (iv) what are the ‘critical assets’ within various exchange relationships possessed by freight 
forwarders that enable them to achieve market dominance? By closely examining all four sub-questions, 
it became clear that some quantitative data needed to be collected to assist in addressing sub-question 
(i). Sub-question (iv), also, is a tricky one to approach by purely qualitative methods, as the validity of 
the answer depends on whether the findings of research can be generalized or not. The question itself 
could be difficult for most interviewees to answer because they may not be fully cognizant of what a 
critical asset is in a power relationship, let alone be able to explicitly and correctly identify the existence 
and magnitude of these critical assets. Therefore, a quantitative method (the AHP15 technique of 
MCDM16)(Gal, Stewart and Hanne, 2013) will be adopted to address this question. This method will be 
fully discussed in later sections of this chapter. In general, because of this foregoing reasoning, we assert 
here that a simple qualitative research methodology alone cannot fully address the research questions; 
hence, the next section will discuss how mixed methods can be applied in a case study research context. 
4.3.2 Case study research with a qualitative mixed methods perspective 
Hesse-Biber (2010) opines that qualitative methodologies or a qualitative approach ‘are particularly 
sensitive means of capturing the lived experiences of groups and individuals … [but] should not be 
mistaken for qualitative methods’ (p.17). Jick (1979; 1983) concurs that a qualitative methodology or 
approach can adopt both qualitative and quantitative methods concurrently.    Mixed methods research 
provides a natural complement and an alternative to either traditional qualitative or quantitative 
research carried out alone (Johnson and Onwuegbuzie, 2004, p.14). Creswell (2013) points out that 
‘mixed methods involve combining or integrating  qualitative and quantitative research and data in a 
research study’ (p.43). Greene, Caracelli and Graham (1989) theorize five purposes of the use of mixed 
methods, namely, triangulation, complementarity, development, initiation and expansion (p.259), 
among which triangulation, complementarity and initiation are particularly relevant to this research.  
                                                      
15 The Analytic Hierarchy Process (AHP) is a general theory of measurement. It is used to derive ratio 
scales from both discrete and continuous paired comparisons (Saaty, 1994, p.161).  
16 Multiple-criteria decision-making (MCDM) is methodology of making decisions involving more than one 
criterion (Gal et al., 2013, p.2). 




First, triangulation means researcher should use more than one method to study same research 
question in order to find convergence in the evidence produced by collected data (Mathison, 1988, p.14) 
in order to enhance the credibility of the research findings (Greene, Caracelli and Graham, 1989, p.256). 
For example, sub-question (i) asks if freight forwarders can give a better freight rate overall than the 
airlines. In this complex area, the reality may not be clear cut, as some of the consignees or shippers, but 
not all of them, may get better deals from freight forwarders. Therefore, we suggest that additional 
quantitative methods are needed here to extend the data collection over a slightly larger sample in 
order to enhance the credibility of the findings (Jick, 1979, p.603). 
Second, complementarity means the researchers are able to gain a fuller understanding of the research 
problem by incorporating a mixed methods design  (Hesse-Biber, 2010, p.4; Greene et al., 1989, p.256). 
As discussed previously, sub-question (iv) intends to fill the void left in Cox’s (1997; 1999; 2001a; 2001b; 
2004a; 2004b) framework, which never explicitly defined how to determine critical asset in a power 
relationship. Even though the perception of power by each individual chain participant is highly 
subjective, a generalization may be drawn on how the power influences are formed on the basis of 
critical assets possessed by a number of participants. Therefore, a quantitative method, which will be 
fully discussed in a later section, can be used to assist in achieving this generalization. 
Third, initiation ‘seeks the discovery of paradox and contradiction, new perspectives of frameworks, the 
recasting of questions or results from one method with questions or results from the other method’ 
(Greene, Caracelli and Graham, 1989, p.259). This is a precise statement of why this research chooses to 
adopt mixed methods design overall. The use of quantitative methods in sub-question (iv) of this 
research is to address the further questions that arise from the qualitative findings in sub-questions (ii) 
and (iii) successively. Again, a further elaboration of this point will be presented in the later section titled 
‘Data Analysis’. 
Having justified the rationale behind adopting of mixed research design, this research still follows a 
qualitative case approach overall. Hesse-Biber (2010) postulates that ‘centering a qualitative approach 
in mixed methods research can be illuminating, useful, and advantageous, especially as a means to get 
at subjugated knowledge—knowledge that has not been a part of mainstream research inquiry’ (p.9).  
Further, Howe (2004) defines this approach as ‘mixed-methods interpretivism’, in which he contends 
that ‘quantitative methods play an auxiliary role in an overarching interpretivist qualitative framework’ 




(p.54). The reason why this research adopts this approach is that the qualitative methods are primary to 
the research design (Hesse-Biber, 2010, p.64) in addressing research problems.  
As a consequence of the above discussions, it is seen that this research adopts a ‘Paralleled Mixed 
Methods Design’, which means ‘concurrent mixing of qualitative and quantitative methods carried out 
as separate studies within the same research project, with the qualitative component taking a more 
dominant role’ (Hesse-Biber, 2010, p.68). The quantitative data will be embedded in the qualitative data 
that are collected through in-depth interviews, and ‘quantitative methods will be mentioned as a 
backdrop to the qualitative findings’ (Hesse-Biber, 2010, pp. 68-69). Figure 4.1 shows how a parallel 
mixed methods design works in a flow chart. In the following section, the research design of this 
research will be explained step-by-step in some detail. 
 
Figure 4.1. Parallel Mixed Methods Design (Source: Hesse-Biber, 2010, p.69) 
 




4.4 Research methodology in some detail – explained step-by-step 
4.4.1 Robinson’s chain system analysis – a useful qualitative case study framework 
As discussed in the previous section (4.2.3), the quality of the case study research largely rests on the 
extent that the researchers operationalize the research process. Robinson’s chain system analysis 
(Robinson, 2009) is essentially a case study research framework, which was first conceptualized in his 
2002 research (Robinson, 2002), based on Cox’s supply chain/value chain analysis (Cox, 1997). The 
Robinson framework provides a very distinctive template or source of inspiration of how to 
operationalize a research process. Whilst Robinson’s framework is a classic qualitative case study 
framework, this section presents a critical review on Robinson’s chain system analysis framework as well 
as how this research will adapt this framework to create a modified framework for a qualitative case 
study research with mixed methods design. 
Robinson (2009) contends that there are five axioms underpinning any chain system analysis. After 
careful examination of the reality of freight chains by this researcher, it appears that Robinson’s 
arguments are not without their problems. The biggest flaw of these axioms is the inheritance of the 
vague notion of ‘value’ from Cox’s framework (1997). As discussed previously in Chapter 2, instead of 
discussing value delivery and capturing in chains, this research posits that all chain participants are 
essentially involved for an exchange of use value for exchange value. Basically, Robinson (2009) argues 
that these functions are provided by third party service providers (3PSPs) which are in the business of 
earning revenue so that the capacity and service offered in the chain is restricted, as well as the cost and 
price being constrained under competitive conditions (pp. 15-19). In addition, Robinson (2009) further 
argues that 3PSPs exist in the chains only to deliver value to other chain participants, and capture value 
in accordance with its corporate strategies and strategic positioning (p.23). The use of 3PSPs as a term, 
however, largely blurs the difference between intermediaries and actual service providers, both of 
which play very different roles in freight chains. By applying the definition of value in this research, it 
means that 3PSPs do not necessarily deliver value to other chain participants but are involved in a 
collective endeavor managed and organized by intermediaries along with other chain participants to 
create overall use value for chains to realize a satisfactory exchange value from end-user. This view 
takes the chain as being one entity which is arraigned against the end user, which is either the shipper 
or consignee, whoever pays for the service offered by the chain.  




Furthermore, Robinson (2009) states that a freight chain is only considered to be efficient if it delivers 
superior value to users (p.3). Nonetheless, the efficiency is again vaguely defined in Robinson (2009), 
which is an inherent caveat placed on qualitative analysis (Golafshani, 2003; Mays and Pope, 2000). The 
efficiency of a chain in Robinson (2009) is somehow determined by whether the chain can give user 
competitive advantages over its peer competitors (p.25), but no indicators are specified, such as cost, 
timeliness or quality in general. This research will nevertheless avoid defining the efficiency or verifying 
the efficiency of chains by adopting the principle of sufficient reason (Pruss, 2006), based on the notion 
that a chain must be relatively efficient if the chain has existed for a sufficiently long period of time, 
otherwise this chain may be replaced by another chain which can provide end users with a similar or the 
same service, but with better quality of services and/or prices. 
Notwithstanding the stated problems and illogicalities noted in Robinson’s chain system analysis 
framework (2009), the framework still provides a useful guidance on how to analyze air freight chains in 
a step-wise approach, such as an operationalized case study research process. The detailed research 
process will be presented and discussed in section 4.4.3 after the quantitative element of the research 
design is discussed in the following section. 
4.4.2 Analytic Hierarchy Process of MCDM and Student’s t-test – the quantitative methods part 
As discussed in previously, the reason why this research embraces a parallel mixed methods design is 
that two sub-questions, derived from the overall research question, need to be answered by applying 
quantitative methods. This section will discuss and justify the two different quantitative methods 
(student’s t-test and AHP of MCDM) which will be applied to the two different sub-questions. 
Sub-question (i) – Student’s t-test 
As mentioned before, in order to determine ‘whether or not, and to what extent, do freight forwarders 
create and deliver quantifiable value to SMEs?’, (sub-question (i)), market rates of air freight currently 
quoted from freight forwarders need to be compared to the rates that customers would be quoted from 
airlines directly for the same shipments. This will determine whether the involvement of freight 
forwarders in the chain actually provide users of the freight chains with a better price than with 
alternative arrangements. However, this is, as indicated earlier, a complex area. Whilst not all SMEs as 
chain users may receive lower rates of air freight from freight forwarders than from airlines directly, 
freight forwarders more often than not provide customers with bundled services (door-to-door services 




including value-added services other than airport-to-airport services), which have consequential savings. 
In this situation, a more careful model needs to be introduced to clearly examine what level of 
advantage, if any, chain users will attain with freight forwarders’ participation in freight chains.  
Considering the potentially large number of chain users in Bahrain as the research population, it is 
physically and logistically near impossible to find out the exact number of users, including regular users 
and ad hoc users. Student’s t-test developed by William S. Gosset (Levine, Krehbiel and Berenson, 2010, 
p.270) is a useful tool to compare two separate means whilst the populations are unknown (p.271). It 
can also be used to determine if one set of data is significantly larger than the other set by conducting a 
one-tailed test (Levine, Krehbiel and Berenson, 2010, p.271).  
Sub-question (iv) – AHP of MCDM 
With regards to sub-question (iv), part of this research objective is to potentially develop a means to 
determine the ‘critical assets’ that may or may not be possessed by parties in dyadic relationships. This 
is needed in order to provide insights on how power relationships impact on value distribution among 
freight chain participants and between the chain user and the freight chain as an entity.  
As previously shown in Figure 3.3, Cox (2001b) contends that the typical power in a dyadic buyer-
supplier relationship includes ten attributes: namely, number of buyers (peer competition), number of 
suppliers (peer competition), buyer’s market share, supplier’s market share, buyer’s switching costs, 
supplier’s switching costs, attractiveness of  account to counter party, supplier’s product/service 
offering (unique or standardized), buyer’s search costs, and supplier’s information asymmetry 
advantage (p.14).  Nevertheless, this list is somewhat misleading as the word ‘attribute’ is defined in the 
Oxford Dictionary as ‘a quality or feature regarded as a characteristic or inherent part of someone or 
something’. By monitoring these so-called attributes, one may not necessarily have enough evidence to 
determine power relationship in a dyad. That is why these attributes may be more appropriately defined 
as factors that may determine the power relationships (Oxford Online Dictionaries, n.d.). Although these 
factors provide a good indication on what a ‘critical asset’ may potentially be by Cox’s definition (Cox, 
1997, p.17), an assertion, however, cannot be preconceived before the actual in-depth interviews take 
place, and findings are drawn based on these interviews. Some chain participants or chain users may 
acknowledge some or all of the aforementioned factors influence their power position in one or both of 
their dyadic exchange relationships. Inevitably, it is imperative to find out which particular factor, which 
may not be mentioned among the factors above but discovered through in-depth interviews, underpins 




the power relationship. Logically, one way of finding the most influential or determining factor is to rank 
these factors. However, it is unlikely that we can simply rank these factors by assigning a numerical 
value to each factor based on interviewees’ perception, even though all interviewees have been 
carefully chosen based on their expertise and knowledge on this subject matter. 
The Analytic Hierarchy Process (AHP) developed by Saaty (1980; 1988; 1990a; 1990b; 1994), a sub-set 
method of the Multi-Criteria Decision Making (MCDM) model (Lee and Chan, 2008, p.157), has been 
proven to be effective in determining the rankings based on importance among a set of alternatives that 
are independent of each other (Ho, 2008, p.211). Due to the fact that the data collected through in-
depth interviews is of qualitative in nature, AHP is essentially a process that requires qualitative data to 
be quantified and then analyzed using a mathematical model (Triantaphyllou, 2013, p.9).  The process 
revolves around the practice or exercise of pairwise comparisons (Saaty, 1987, p.161) among variables 
having unidirectional relationships (Lee and Chan, 2008, p.158) that experts as interviewees need to 
complete (p.159). However, AHP is not without controversy (Jacques et al., 2009; Pérez et al., 2006). 
Notable criticisms include inconsistency in pairwise comparisons (Leung and Cao, 2000), ambiguity in 
relativity of importance (Schoner and Wedley, 1989), and most importantly rank reversals upon the 
addition or deletion of alternatives (Wedley, Choo and Schoner, 2001). Lee and Chan (2008, p.158) 
opine that the researcher needs to take control of the judgment process and only involve the 
interviewees in the exercise of pairwise comparisons. 
Although AHP is subject to much criticism, it is still considered to be the most appropriate method for 
this research, since the pairwise-comparison form of data input is straightforward and convenient for 
this researcher to collect. Moreover, AHP is very effective for solving complex issues in which tangible 
factors (Wind and Saaty, 1980), such as number of suppliers, and intangible factors, for example 
attractiveness of an account to a counter party, are often intertwined (Vaidya and Kumar, 2006). In 
addition, AHP is flexible enough to allow revision (Lee and Chan, 2008, p.159), allowing researchers to 
potentially expand the elements of the hierarchy and change the expert judgments from time to time 
(Satty, 1980, p.15). 
A more detailed explanation on the actual computation processes of both Student’s t-test and AHP will 
be presented in Chapter 6. The next section will substantiate the detailed investigation procedures that 
will provide guidance to how data will be analyzed after collection. 




4.4.3 Operationalized analytical framework – detailed analytical process 
As discussed in the previous sections, this research is a qualitative case study research with a mixed 
methods design. Note that Cox (2002), in Part II 'Power regimes in supply and value chains', applies a 
comprehensive analytical framework in ten detailed case studies. This research will be guided by Cox's 
approach without being necessarily limited by it. Moreover, the process of analyzing the qualitative data, 
collected through in-depth interviews, mainly follows a framework inspired by Robinson’s chain system 
analysis (Robinson, 2009), which comprises four independent, though closely related, steps for each of 
the three air freight chains noted. Most data collected in this research is of qualitative in nature with the 
exception of some quantitative data through intensive interviews and structured questionnaires. 
Interview questions will reflect the concepts and theoretical rigor as developed and used by Cox (2002) 
and Robinson (2009). 
Step 1: Chain definition, structure and dynamics: The information required in this step comes from 
interviews and questionnaires. This step is essentially a value chain mapping process, which was first 
introduced by Kaplinsky and Morris (2001) in order to process map the selected air freight chains. 
Process mapping will provide a clear understanding of the functionality and scope of individual air 
freight chains, using detailed and simple terms as an overview for each case study.  
 Step 2: Contractual, pricing and value relationships: The information required in this step comes from 
interviews and questionnaires. The analysis here focuses, at a general level, on the various dyadic 
exchange relationships in the chains. More specifically, the detailed analysis will focus on: 
• the SME-freight forwarder relationship and the pricing practices and policies that exist; and 
• the pricing policies and practices which exist between the freight forwarder and the airlines. 
Airlines are bound by IATA rates, but offer wholesale rates and retail rates to forwarders and 
retail rates to 'the public'. 
The analysis will rely on actual case study consignments and may be designed around hypothetical 
consignments under varying but realistic assumptions if necessary. This important element of the work 
will lay the foundation for the subsequent detailed calculation of the differential monetary values 
offered and delivered by freight forwarders and/or airlines to small businesses in Step 4.  




Step 3: Determination of whether the freight forwarders deliver value to the consignees: A Student’s t-
test, on all the freight chains across three case studies noted, is then performed to verify whether the 
involvement of freight forwarders actually make a difference in delivering value to chain users or not. 
Step 4:  Definition of the power relationships and construction of the power regimes with in the chains: 
following Cox (1997; 2002), as noted previously, some chain participants exert power over other firms, 
which provides competitive advantage and value. Firms may have 'critical assets' or 'power resources'; 
and have strategies for 'closing the market' through isolating mechanisms (Cox, 1997). In this important 
analytical step, this researcher particularly seeks, in individual chains, to: 
• identify relative power positions of freight forwarders in various power regimes, which was 
inspired by the recent works by Samson (2010) and Jaligot et al. (2016);  
• construct power regimes based on power relationships in all dyads across whole freight chains; 
and 
• establish the ‘critical assets’ or ‘power resources’ existing in various power relationships across 
freight chains by performing an AHP analysis based on a purposely designed questionnaire. 
Step 5: Examination of the chain stability and instability in inbound air freight chains, involving the 
relationships between the SME, the freight forwarder, and the airline: This analytical step will examine 
the degree to which power and value relationships have led to stability in the freight forwarder market. 
It will examine carefully the pattern of the most important power relationships existing in the chains and 
assess the alignment between the contractual relationships and underlying power relationships. This 
step will largely take the findings of the previous four steps as inputs to yield a cohesive overview of the 
market issues noted. 
In general, the five steps of the analytical process can be divided into three stages: qualitative stage 
(Step 1 and 2), quantitative stage (Step 3 and 4) and final analytical stage (Step 5), which will be 
conducted in Chapter 10. 
 




4.5 Key elements of case study research 
4.5.1 Case study protocol 
Case study protocol is defined by Yin (1998) as a record (normally a document) that contains the 
research methods, procedures and general rules that are to be followed in using the data collection 
instruments (p.246). This section will present a brief review of the case study protocol.  
Yin (1984) asserts that the formulation of a protocol for data collection (detail of data collection 
methods will be discussed in the next section 4.5.2) is crucial in reducing the risk of missing important 
data by setting a bottom-line on the amount of data, such as identification of key personnel to be 
interviewed and key documentation to be collected, that needs to be collected as a minimum in order to 
facilitate the subsequent analysis (p.105). Following Yin, Perry (1998) concludes that ‘the protocol allows 
the researcher to detail in advance the procedures and requirements to be followed during data 
collection … provides direction for the researcher that might act to improve the reliability of the 
research findings’ (p.798). 
The essential components include an overview of the study, the field procedures to be followed, 
interview questions and a guide for the research report (Yin, 2003, p.67).  
• Overview of this study 
The objective of this research is to thoroughly investigate the unique value impacts brought into an 
import air freight chain by air freight forwarders in a selected fragmented market (Bahrain). The purpose 
of the case studies is to (i) gather information regarding how international air freight chains function, (ii) 
how value, created by the freight chain and realized through attaining chain users, is distributed among 
chain participants, and (iii) how freight forwarders eventually achieve dominance in the freight chains. 
As noted, the case study is based on selection of three significant, but different, chains; the import of 
fresh produce chain from Thailand; the import of small electronic appliances from China; and the import 
of pharmaceuticals from the U.S.  
• Field procedures 
The field procedures of the research substantially follow Yin (2003). A written consent form is obtained 
from each firm participating in the study prior to the case research being conducted, in accordance with 
University Human Research Ethics Policies. Individuals selected as interviewees are identified in advance 




as specified in the data collection process. A standard process of appointment confirmation is developed 
to mitigate the risk of cancellation or postponement. A brief background search of the potential 
participating firms is conducted through various channels, such as regional trade journals and 
companies’ websites, to keep the researcher better informed of how individual firms operate, before 
each interview is carried out. 
• Interview questions  
This research adopts a semi-structured interview format with open-ended questions. It is thought that 
this is the appropriate instrument to enable interviewees to expand on what they consider to be 
significant, and to also to frame these issues in their terms (Meredith et al., 1989, p.313). This is 
consistent with the largely qualitative nature of the research design as discussed previously (Cohen and 
Crabtree, 2006). A semi-structured interview guide for the case study was prepared, in which three 
different sets of pre-determined and pre-written interview questions, for the three groups of informants 
(consignees/ chain users, freight forwarders and airlines) was developed. This guide will act as a 
reminder to the interviewer regarding the information that needs to be gathered and to keep the 
interviews on track (Rahim and Baksh, 2003, p.33). The interview questions are mostly open-ended and 
prepared in such a manner that the interviewees are encouraged to freely express their views (Rapley, 
2001, p.311). The interviews, hence, largely follow the recommendations made by Seidman (2013), who 
suggests ‘ask participants to talk to you as if you were someone else’ (p.86) and ‘ask participants to tell a 
story’ (p.87).  
• Guide for research report 
Following Rahim and Baksh (2003), a tentative format of the report is planned beforehand in order for 
the researcher to tailor the collected information (p. 33), but the format of the report is not fixed to 
allow changes to be made if necessary (pp. 33-34). Each report includes single case write-ups together 
with a cross-case comparison, and is sent to those participating firms and individuals for validation upon 
completion (Yin, 2003, pp. 76-77). 
4.5.2 Details of case study data collection method 
As discussed in the research design (section 4.3), both qualitative and quantitative data are collected 
and analyzed in this research, and three groups of informants will be interviewed. For Group 1, the 
selected informants hold management positions within the logistics and supply chain management 




functions of the SMEs that are operating in one of the three chosen import trades (all the SMEs in this 
thesis specialized in one trade only) and have at least seven years’ experience in the industry within 
Bahrain. For Group 2, the selected informants hold air cargo related management positions within the 
freight forwarding industry in Bahrain, and have at least seven years’ experience in the industry, also 
within Bahrain. For Group 3, the selected informants hold cargo managers positions in the local Bahrain 
offices of international airlines and have at least seven years’ experience in the aviation industry within 
Bahrain. The structure of the interviews includes two stages: an open-ended questions stage for 
qualitative data collection, and a structured questionnaire for the quantitative data collection. 
Qualitative data is mostly collected through face-to-face semi-structured interviews. Interviewees in 
each group are  interviewed using the same interview structure to facilitate a degree of comparability 
for the output (Siemieniuch, Waddell and Sinclair, 1999, p.91). Fundamentally, the questions for the 
consignees group invite interviewees to comment on the way they deal with freight forwarders and to 
relate their experiences and awareness of power in their relationships with freight forwarders; the 
questions for the freight forwarders group are focused on finding out how freight forwarders deal with 
their customers (consignees) to sustain their business relationships, as well as their suppliers, the 
airlines, others carriers such as trucking companies for local deliveries, and customs brokers17; the 
questions for airlines group are designed to explore the way they deal with freight forwarders and 
whether they are aware of the power balance in these relationships. 
In addition to the qualitative data collected through open-ended questions in face-to-face interviews, 
this research also needs to collect quantitative data. There are two sets of quantitative data required: 
one set is for carrying out the Student’s t-test with paired samples and is collected both through 
participating organizations and published information on the internet; the other set is the data for AHP 
analysis and is collected by asking every individual to fill out a questionnaire after going through all the 
open-ended questions. The questionnaire is specifically designed for the purpose of getting interviewees 
to complete the exercise of pairwise comparisons of previously identified factors. 
4.5.3 Case study data analysis procedure 
For the qualitative data collected through the open-ended questions stage of face-to-face interviews, a 
content analysis approach is used to categorize the key statements based on explicit rules of coding  
                                                      
17 Only if applicable, since customs clearances are sometimes done in-house for large freight forwarders 




(Stemler, 2001, p.137). Many researchers, including Jarratt (1996), Mazaheri et al. (2013) and Schmidt 
(2004) in the qualitative research field, recommend the application of content analysis as a technique to 
analyze data collected through semi-structured and open-ended interviews.  
Based on Weber (1990), Harris (2001) developed an eight-step content analysis process. This was to ‘(i) 
identify the questions to be asked and constructs to be used; (ii) choose the texts to be examined; (iii) 
specify the unit of analysis; (iv) determine the categories, or themes of meaning, into which responses 
are divided; (v) generate a coding scheme or coding rules; (vi) conduct a sample or pilot study; (vii) 
collect the data and revise the scheme as necessary; and (viii) analyze the data and assess validity and 
reliability’ (pp. 194-195). Following the example of  how Golicic and Mentzer (2005) apply the process in 
their research (p.52), a coding scheme will be drawn in accordance with these eight content analysis 
steps. As also noted earlier, for the quantitative data collected through semi-structured questionnaire 




This chapter has provided an extensive review of the methodology adopted in this research. In following 
Yin (2009) case study framework, an appropriate analytical framework for exploratory research within 
this defined context has been established (p. 28). This approach offers the opportunity for detailed 
assessment of real-world functions, actions, and decision making. By focusing on the development of a 
unique data base from semi-structured in-depth interviews with key players and more formal 
questionnaires, appropriate statistical and mathematical analysis of this data will be enabled. Where 
industry-wide data are available it will of course be used as necessary, but the study will not heavily rely 
on secondary data sources. 
In general, this research adopts a qualitative case study research approach with mixed methods design, 
which involves mixing quantitative and qualitative methods in a single research process due to the 
complexity of the research problem (Sadan, 2014).  
The following chapter will provide a comprehensive background note on the import air freight chains in 
Bahrain to provide the parameters appropriate for the case studies.  




Chapter 5 Import air freight chains in Bahrain – a background note 
5.1 Introduction  
Bahrain is a small island nation located on the western rim of the Persian Gulf as shown in Figure 5.1. It 
has limited landside links to the west via the King Fahd Causeway to Saudi Arabia. Its significant reliance 
on oil and gas exports underwrites a high per capita national income, but with limited local industry, 
consumer needs are heavily reliant on freight imports, for which air freight is a critical factor. This 
chapter, therefore, provides a comprehensive review of the import air freight chains in Bahrain to 
provide the background parameters of the case studies.  
 
Figure 5.1.  Geographic location of Kingdom of Bahrain (Source: Google Maps) 
There are five sections in this chapter. Following this introductory section, the second section (5.2) will 
present a detailed overview of general air freight market in Bahrain. The next three sections (5.3, 5.4 
and 5.5) will discuss the operations of the three most important kinds of participants in Bahrain import 
air freight market: namely airlines, freight forwarders and consignees (chain users). The last section (5.6) 
will summarize the work and outline its significance to the following case study chapters.  
 




5.2 Bahrain’s air freight market – a synopsis 
5.2.1 Air freight traffic growth in Bahrain – historical record and current trends 
Early Bahrain’s aviation history can be traced back to the 1920s, when the Bahrain ruler, Sheikh Isa bin 
Ali Al Khalifa, granted the British the right of establishing an airfield in Manama, Bahrain (Kirchner, 2015). 
The first flight, an Imperial Airways flight (the forerunner of British Airways) that flew from Basra, landed 
in Bahrain on 8 June 1924 (Anonymous, 2014). However, the modern era for Bahrain’s aviation industry 
starts in 1950, when the local airline, the Gulf Aviation Company was established (Sheppard, 1991). This 
was the forerunner of Gulf Air, which was a joint enterprise by the governments of Bahrain, Abu Dhabi, 
Qatar and Oman in 1974 (Anonymous, 2014). For some time, Bahrain enjoyed the status of the only 
regional aviation hub in the Middle East region for both passenger travel and cargo, but it witnessed the 
eclipse of its dominance in the aviation sector due to the emergence of strong competition from 
Emirates airways’ fast ascendance to prominence (Sundaram and Al-Aali, 2011), and the establishment 
of three other major national carriers (Etihad Airways, Qatar Airways and Oman Airlines) as the 
respective governments successively pulled out from Gulf Air in the 2000s (BFTR, 2010, p.38).  
Since 2007, Gulf Air has adopted a series of reforms to revise its business models, and also to 
restructure its operations in order to return its business to profit (BFTR, 2010, p.39). As a result of these 
reforms, and due to the fierce competition from other regional airlines such as Emirates, Qatar and 
Etihad (Grimme, 2011; O’Connell, 2011; Vespermann, Wald and Gleich, 2008), Gulf Air has focused on 
the more profitable regional destinations by cutting off some of their  non-profitable activities (Tullis, 
2005). Because of this reduction in number of destinations as a consequence of the adoption of this new 
strategy, the overall air freight growth (especially the growth of transshipment) has inevitably been slow 
in the past decade (BFTR, 2016). Figure 5.2 shows that the air freight tonnage experienced a steady 
decline from 2007 up to 2013, which coincides with the global financial crisis and the general economic 
downturn when global trades collapsed (Amiti and Weinstein, 2009). It is anticipated that these 
tonnages will not be able to return to pre-2007 levels until the mid-2020s. This is based on the 
observation that growth of the air freight market in Bahrain is still somewhat depressed as the demand 
for air freight services is relatively weak, and there are no indications of significant reductions in freight 
space capacity to and from Bahrain by various airlines.  





Figure 5.2.  Air freight tonnage growth 2007 - 2020 (Source: Bahrain Freight Transport Report 2016) 
 
5.2.2 Bahrain’s air freight imports – key commodities and their significance in the import trade 
Based on the international trade figures provided by the Economic Development Board, Bahrain (EDB), 
Bahrain enjoys a current account surplus, which registered a $US2 billion surplus in 2012 (EDB, 2013). 
However, according to the published trade statistics by the Central Information Organization (CIO) 
Bahrain, (a Bahrain government agency similar to the Australian Bureau of Statistics), if oil related 
imports and exports are excluded, Bahrain actually sustained a large trade deficit, which was averaging 
$US4.5 Billion annually between 2006 and 2012 (CIO, 2012).  That implies that Bahrain is quite a long 
way off to fully achieving the goals set out by its 2030 Vision in pursuit of diversifying its economy 
(Karolak, 2014). Of relevance to this investigation is that most local industries in Bahrain’s economy rely 
on imports via various modes of transport, and air freight, among other modes of transport, plays a vital 
role as discussed in Chapter 2.  
Due to the fact that the cost of air freight is far higher than that of sea freight (Paixão and Marlow, 2002, 
p.235), only the goods that have a high ‘value to weight ratio’ can justify the air freight premium with its 
higher price (Morrell, 2012, p.24). Hence the most common commodities carried by air include high-tech 
products, capital equipment, apparel, textiles and footwear,  consumer products, intermediate products 
and refrigerated foods (Morrell, 2012, p.25). Whilst the volume of perishable goods only accounts for a 
relatively small percentage (5%) of the total volume of the world air cargo (Morrell, 2012, p.25), Bahrain, 
with no significant local produce industry, imports most of its fresh produce supplies from overseas, a 




large part of which are indeed imported via air transport, especially from Thailand. Table 5.1 shows the 
top five import air trade commodities by value, which aggregately account for 63% by value. Among 
these five trades, fresh produce and meat dominate (37%), with pharmaceuticals (21%), small electronic 
appliances (15%) and clothing (13%) making up the balance by value.  
Table 5.1. Top five import air trade commodities by value 2011 
HS Code Commodities Value (U.S.$) Weight (KGs) 
0201 - 0210 Meat (chilled and frozen) 341,744,648 55,122,916 
3001 - 3006 Pharmaceutical Products 191,997,582 2,525,273 
8517 - 8522 Small electronic appliances 137,297,712 4,170,073 
0701 - 0814 Fresh vegetables and fruits 131,903,085 175,379,126 
6101 - 6117, 
6401 - 6406 




  Source: Bahrain International Airport Customs Database (2011)  
Noticeably, the three chosen case studies of this research belong to one of the top five significant air 
trade imports. Breaking down these trades by country of origin, Bahrain has about $US30 million of 
imported pharmaceutical products from the US (which has rank No. 1 among the countries that export 
pharmaceutical products to Bahrain), about $US6 million of fresh produce from Thailand (the trade is 
significant due to the fact that Thailand exports most leafy vegetables to Bahrain), and over $US100 
million of small electronic items from China. Therefore, all three chosen cases are significant 
contributors to the import scenario in Bahrain. Based on the statistics published by CAA Bahrain, these 
categories of freight together accounted for around 15% of total air freight imports into Bahrain by 
weight (CAA, 2012).  
5.2.3 Import air freight chains in Bahrain – the structure and dynamics 
Beers, Beulens and Van Dalen (1998) postulate that a chain is a network of firms that operate to fulfill 
both specific customers’ requirements and the needs of other stakeholders of a particular entity (p.295). 
Beers et al. (1998) also further argue that in order to realize all customers’ requirements, the firms 
spontaneously form a specific chain within a wider network of latent participating actors (p.296), each of 
which appear as chain participants that are bonded by contractual commitments in a series of dyadic 
relationships. As discussed in Chapter 4, the collective endeavor by these chain participants create the 
overall use value of air freight chains, in the hope to obtain desired exchange value from final consumers. 




It is, therefore, imperative to fully understand the structure of the chains and the dynamics which are 
within it. 
A typical import air freight chain, illustrated in Figure 5.3, involves the following steps (Morrell, 2012, p. 
154): 
1. A commercial deal is struck between consignee (importer) and consignor (exporter); 
2. Information is gathered on the transport options; 
3. Air transport is chosen, and the flight booked; 
4. The shipment is packaged, labelled and prepared for transport; 
5. The documentation is prepared; 
6. The shipment is delivered to the airport (usually via a forwarder), within the latest acceptance 
time set by the airline (e.g. six hours prior to flight departure); 
7. The flight operations and airport operations are carried out (including flight departure) 
8. Arrival of flight at final destination; 
9. Notification of arrival to importer/agent; 
10. Custom’s inspection and clearance; 
11. Collection from airport by a forwarder or consignee.  
 
Figure 5.3. A hypothetical air freight chain structure 
 
The physical cargo movement starts with the consignor, and then goes through the freight forwarders 
and airport services agents (CTO & Ramp Operations). This movement is from the place of origin to the 
airport, then between airports, and finally to the place of destination. In many cases, there will be 
external trucking companies involved in the land transport at both ends of the chain where Freight 
Forwarders may not provide additional in-house trucking transfer services. 
 In most import air freight chains in Bahrain, the consignees are the initiator of the air freight chains. The 
prices of the products are commonly quoted in FOB (ocean freight) or FCA (air freight) by suppliers at 




the origin end of the supply chain, and then the buyers (consignees) make their choices of carriage (sea 
or air, in the case of Bahrain). Contact is then made with their local freight forwarders or representatives 
of carriers, to arrange the transportation of goods to Bahrain.  Ultimately, the import merchandizers in 
Bahrain are the ones that realize the use value created by the collective endeavor of all chain 
participants and operators, by agreeing to an exchange value for the air freight services. 
Of all the participants in the chain, airport services agents are worth a separate note here. According to 
Morrel (2012), ‘Airports provide the important interface between truck … and distribution and the flight’ 
(p. 153). Airport service agents normally include the cargo terminal operator (CTO) and Ground Handlers 
or Ramp Operations. Cargo terminal operators are needed in the airport to break down and dispatch air 
cargo shipments when air cargo arrives in the form of ULDs (Unit Load Devices). Storage is also required 
before customs inspection or collection from customers. Ground handlers do not just service air cargo 
operations within the airport, but their responsibilities extend to the provision of all services whilst an 
aircraft is on the ground and (usually) parked at a terminal gate. The unloading of air cargo from an 
aircraft is thus only one part of the responsibilities which are directly related to the inbound air freight 
chains. 
5.3 Oligopolistic yet somewhat competitive: the airlines operating in Bahrain 
5.3.1 Utilizing the belly hull of passenger aircraft 
The Bahrain air freight market, from a carriers’ perspective, can be firstly generalized as oligopolistic due 
to high entry barriers. Whilst barriers for the general air transport market are lowered with the entry of 
budget airlines (Schnell, 2004), the barriers for the air freight market still remain high because budget 
airlines are not necessarily involved in the air freight market (Baker, 2013). In general, the lower deck 
belly-hold capacity is the most significant source of capacity for air freight markets moving air cargo into 
and out of Bahrain. As such, air transport linkages between Bahrain and the rest of the world are 
dominated by passenger aircraft flights which are set up to serve a personal travel market, and providing 
belly hull space for ‘air freight carriage [which] has long been considered as a by-product’ (Murphy, 
Dalenberg and Daley, 1989, p.28). What this means is that air freight capacity is mainly determined by 
the demand of passenger traffic as opposed to the demands of the air freight (Pedersen, 2001, p.87).  
Indeed, there are very few dedicated freighters operating on particular routes in and out of Bahrain, and 
therefore most of the cargo space is perforce provided by lower decks of passenger aircraft. Occasional 




freighter services from Hong Kong during the pre-Ramadan period provided by Cathay Pacific are an 
exception to this, but it has been estimated that in 2012, only 9% of the aircraft which arrived in Bahrain 
were cargo aircraft (CAA, 2012).  
Although statistics shows that DHL freighter aircraft carry a huge volume of cargo in and out of Bahrain 
(CAA, 2012), the type of cargo carried by DHL falls into the category of ‘express parcels’ since Bahrain is 
where DHL’s regional headquarters and distribution Centre is found for the Middle East and Africa. As a 
consequence, the handling of DHL express parcels is not regarded as dealing with the type of air cargo 
that this thesis has been designed to focus on. Consequently, Bahrain merchandiser importers requiring 
air transport have to source cargo capacity in a transport market essentially determined in size by levels 
of passenger demand. An economic analysis of belly-hold versus dedicated freighter reveals that most 
Bahrain freight is carried in passenger aircraft because it is cheaper for importers and more profitable 
for airlines. Passengers generally yield greater revenue than freight (Fu, Oum and Zhang, 2010), and in 
most instances the operation of dedicated freighters into Bahrain is not economically viable. Revenues 
from passengers easily cover costs on combination aircraft, allowing flexible pricing of belly-hold 
capacity.  
5.3.2 Air freight capacities: a quick note 
The Bahrain air freight market, from the carriers’ perspective, can also be generalized as oligopolistic as 
there are only a handful of major carriers that actively compete in providing air cargo services due to the 
high entry barriers and capital intensive nature of the aviation business (Lawton, 2003, p.175); but yet, 
perhaps paradoxically, this area is somewhat  competitive, due to a relative oversupply of air cargo 
capacity in the Bahrain air freight market.  
According to the statistics published by CAA Bahrain, there are eight major commercial passenger 
airlines that have ample belly hull capacities providing Bahrain with direct air freight services. These are 
Gulf Air, British Airways, KLM, Emirates, Etihad, Qatar, Thai International and Cathay Pacific, and they 
cover the routes to and from the far east of Asia, EU and US which are top three trading partners of 
Bahrain. According to a study done in 2012, the Civil Aviation Authority of Bahrain reported that the top 
four airlines, in terms of import cargo (tonnes) for Bahrain, are Emirates, Gulf Air, Qatar and Etihad 
respectively (CAA, 2012). Unsurprisingly, Gulf Air has significant market share but it is far from 
monopolizing the field because of its very limited network of destinations. The other three Gulf-based 
airlines dominate on those routes for which Gulf Air does not have direct services (CAA, 2012). Although 




the majority of total imports into Bahrain are carried by sea due to the relative cost advantages held by 
sea freight over those of air freight, nonetheless the absolute volume carried by air cannot be 
disregarded. In 2012, the total cargo imports carried by air were 157,355 metric tons (CAA, 2012), which 
include time-sensitive commodities such as perishable goods, and high value-to-volume products like 
electronic goods (Bowen and Leinbach, 2003). Compared with the number of flight arrivals in Bahrain 
per annum (52,682 inbound flights with over 40,000 flights capable of carrying cargo up to 300,000 
metric tons potentially), it is evident that an overcapacity in inbound air freight market can be easily 
observed in Bahrain, which, coupled with the limited number of airlines operating in the market, 
therefore, determine the main characteristics of the market: oligopolistic, yet somewhat competitive.  
5.3.3 The spatial configuration and capacity of inbound air freight services  
As discussed previously, three case studies, which are: the import of small electronic appliances from 
China; the fresh produce import chain from Thailand; and the import of pharmaceuticals from the US, 
have been chosen for particular attention here. This section will discuss the spatial configuration and 
capacity of inbound air freight services for these three specific import trades. 
(i) Small electronic appliances from China 
Bahrain-based local importers (consignees) of small electronic appliances from China have two transport 
options when importing their products: air freight or ocean freight. In order to keep a short lead time, 
the Bahrain importers have been using the air freight services extensively so as to maintain a low 
inventory level overall (Baumol and Vinod, 1970; Wu and Dunn, 1995). There are no direct air freight 
services offered by either Gulf Air (the national flag carrier of Bahrain) or any of the Chinese carriers. 
Cathay Pacific offers a limited air freight service from Guangzhou via Hong Kong with an additional 
stopover in Dubai. Only three Middle East-based airlines (Figure 5.4) operate significant transshipment 
services via their home base hubs18 from Guangzhou, the main center for electronic appliances 
production as well as one of major aviation centers in China, to Bahrain. Figure 5.4 depicts the various 
choices of air freight services offered by various airlines that Bahrain importers of small electronic 
appliances have to choose from when importing their shipments from Guangzhou. 
                                                      
18 Dubai for Emirates Airlines, Abu Dhabi for Etihad Airways, and Doha for Qatar Airways. 





Figure 5.4.  The airline route options from Guangzhou to Bahrain 
Table 5.2 illustrates the number of airline services offered per week from Guangzhou (China), together 
with the total average cargo capacity offered by these airlines. All the airlines have plenty of cargo space 
and are thus able to offer import air freight services to Bahrain importers, as is clearly shown in this 
Table. Therefore, the competition among three airlines for China-to-Bahrain routes are generally fierce, 
although the demand for the services is usually strong year-round. 
Table 5.2. Weekly airline services ex Guangzhou with connections to Bahrain 










Emirates Airlines 21 B777-300 Dubai 315,000 
Etihad Airways 28 A319/A320 Abu Dhabi 14,000 











Source: Bahrain International Airport airline schedules (2015) 
 
 
                                                      
19 Number of weekly services only shows the second leg from airline hub to Bahrain because this shows 
the maximal cargo capacity that can theoretically be offered to the Bahrain importers. 
20 Limited cargo services are offered by Cathay Pacific, as most cargo is destined for Dubai. 




(ii)  Fresh vegetables from Thailand 
Bahrain-based local importers (consignees) of fresh vegetables from Bangkok (Thailand) also have two 
transport options when importing their products: air freight or ocean freight. As fresh vegetables are 
highly perishable, Bahrain importers have been using the air freight services extensively so as to ensure 
that their shipments arrive in Bahrain in the shortest time and in the best condition possible. Due to the 
fact that Thai International Airways does not fly into Bahrain directly, only Gulf Air offers direct air 
freight services from Bangkok to Bahrain, whilst three other Middle East-based airlines (Figure 5.5) 
operate significant transshipment services via their home base hubs from Bangkok, the main aviation 
center in Thailand, to Bahrain. Unsurprisingly, the unavoidable transshipment stopover in one of the 
Middle East hubs increases the total journey time significantly, although Emirates airlines offers a quite 
reliable cold supply chain service (Rehbein and Fierlings, 2006). There are also added risks of shipments 
being offloaded due to various technical reasons and unforeseeable contingencies. Hence, the indirect 
routes are potentially less favored by the Bahrain importers. Figure 5.5 depicts the various choices of air 
freight services offered by various airlines that Bahrain fresh vegetable importers have to choose from 
when importing their shipments from Bangkok. 
 
Figure 5.5. The airline route options from Bangkok to Bahrain  
 
Table 5.3 illustrates the number of airline services offered per week from Bangkok, Thailand, together 
with the total average cargo capacity offered by these airlines. 




Table 5.3. Weekly airline services ex Bangkok with connections to Bahrain 
Airline Number of 
weekly 
services 





Gulf Air 14 A330-200 N/A 196,000 
Emirates Airlines 21 B777-300 Dubai 315,000 
Etihad Airways 28 A319/A320 Abu Dhabi 14,000 
Qatar Airways 49 A320 Doha 24,500 
Cathay Pacific 7 A330-300 Hong Kong & 
Dubai 
N/A 
Source: Bahrain Int’l Airport, published airline schedules (2015) 
 
 
(iii) Pharmaceutical products from US 
Bahrain-based local importers (consignees) of pharmaceutical products from Chicago also have two 
transport options when importing their products: air freight or ocean freight. As most pharmaceutical 
products are high in value and some are even highly perishable and time sensitive, almost all such 
products are solely transported via air freight (Shah, 2004). However, in this case study, we will only 
examine the medical products that are neither perishable nor hazardous (such as medicine for 
chemotherapy or radiotherapy). Figure 5.6 depicts the various choices of air freight services offered by 
various airlines that Bahrain pharmaceutical product importers have to choose from when importing 
their shipments from Chicago. 
 
Figure 5.6. The airline route options from Chicago to Bahrain 




Table 5.4 illustrates the number of airline services offered per week from Chicago, USA, together with 
the total average cargo capacity offered by these airlines. 
Table 5.4. Weekly airline services ex Chicago with connections to Bahrain 










Emirates Airlines 21 B777-300 Dubai 315,000 
Etihad Airways 28 A319/A320 Abu Dhabi 14,000 
Qatar Airways 49 A320 Doha 24,500 
Source: Bahrain International Airport airline schedules (2015). 
 
5.4 Highly competitive: the freight forwarders operating in Bahrain 
The freight forwarders that are operating in Bahrain air freight market are commonly commissioned by 
companies to manage their freight movement in the international trade arena. Of particular interest 
here, is that Schramm (2012) has publicly lauded the freight forwarders, calling them the ‘architects of 
transport’. These freight forwarders, by definition, are firms specializing in arranging storage and 
shipping of merchandise on behalf of their shippers. They usually provide a full range of services 
including: tracking inland transportation, preparation of shipping and export documents, warehousing, 
booking cargo space, negotiating freight charges, freight consolidation21, cargo insurance, and filing of 
insurance claims. Most freight forwarders do not own ships, airplanes or other transportation assets. 
Instead, they act as intermediaries between customers and cargo carrier companies. Krajewska (2007) 
states that ‘the core competences of a freight forwarder consist in winning, bundling, and scheduling 
transportation orders, so that they are executed as requested and on time’ (p.5). However, a few major 
logistics players, such as DHL, TNT and UPS, have evolved to become integrators, a move that has 
blurred the boundaries between carriers and forwarders, and they have been developing their own 
cargo fleets and hubs. This is a significant development since air freight carried by DHL accounts for 
                                                      
21 For freight forwarders in sea freight operations, it is true that freight forwarders act naturally as 
consolidators. However, the freight forwarders operating in air freight chains are quite different, and therefore the 
comment is not necessarily true. Around 70% of the air freight is consolidated by the CTO of the ground handling 
agents in the airport. In this regard, some freight forwarders only act like a middle man. In some cases, the 
exporters deliver their shipments to CTO directly under the instruction by their freight forwarders, who would not 
even show up at the airport. 




about 57% of the total air freight throughput in Bahrain by volume (CAA, 2012), and this predominance 
is partially due to the fact that its regional headquarters is located in Bahrain. 
In Bahrain, most of the locally operated freight forwarders have long-established and closely bonded 
relationships with their customers, which may be a consequence of the fact that Bahrain society itself is 
a closely knitted and family-oriented one. These close ties in the social system is why most business 
agreements are reached only if both parties deem each other to be trustworthy, and even the most 
effective marketing initiatives are done through word-of-mouth among the locals. In this situation, the 
common way that local freight forwarders obtain their businesses are in line with their own local 
customary ways of doing businesses. As described in subsection 5.2.3, the stepwise process behind the 
import air freight chain indicates that local Bahrain freight forwarders are relied upon by local importers 
to arrange import shipments. Due to the fact that local importers in Bahrain prefer to let their local 
freight forwarders to arrange the transportation of the cargo from overseas, the term FCA (buyers take 
responsibility to arrange transportation of freight through their local freight forwarders from the 
destination of freight) is a far more common Inco-term that is used in Bahrain than the sorts of C terms 
(CPT, CFR, CIF and CIP) or D terms (DAT, DAP and DDP) as both C terms and D terms all but require seller 
to arrange freight transportation22.  
In general, the air freight market, from the freight forwarders’ perspective, is very competitive in 
Bahrain. There are many players in the market, either with international backgrounds or being locally 
sited, including DHL, Agility and Aramex (a big local logistics provider with an extensive network 
coverage in GCC (Gulf Cooperation Countries). This fierce competition results in a high turn-over rate of 
freight forwarders in the market. Since there are a large number of local businesses requiring import air 
services from other parts of the world, having representative’s offices in major cities around the globe 
becomes vital for freight forwarders as they compete with each other. According to the registration 
records from Chamber of Commerce and Industry Bahrain, there are 86 registered freight forwarding 
companies in Bahrain. Considering the relatively small market volume in Bahrain, the freight forwarding 
market is remarkably saturated.  
                                                      
22 In a nutshell, Incoterms provide certainty of rights and obligations between buyers and sellers in global 
trade. F terms stipulate that seller delivers goods to a carrier appointed by the buyer; and C terms stipulate that 
seller arranges carriage but bears no cost or risk after shipment; and D terms stipulate that seller bears all costs 
and risks to country of destination. 




5.5 Vulnerable yet surviving: the air freight chain users (consignees) in Bahrain 
5.5.1 SMEs: the backbone of the Bahrain economy 
Bahrain, as a small city state, has a generally well-insulated market, shielded by the commercial 
regulations imposed by the government as well as the relatively ‘closed’ ways of conducting business by 
locals (known as the culture of ‘Wasta’ or ‘Wasata’23) (Cunningham and Sarayrah, 1993).  This results in 
the situation that, apart from a few very rich family (oligarchs) concerns, the majority of the private 
businesses in Bahrain are SMEs. Not surprisingly in this situation, the air freight chain users who 
participate in the Bahrain air freight market are also mostly SMEs. Therefore, for the development of the 
argument in this thesis, the concept of SMEs, and an understanding of how they operate in this context, 
is an issue that needs to be explored.  
In modern societies, multinational companies have become increasingly important. However 
notwithstanding this key economic factor, small to medium enterprises are still considered the 
backbone of local economies (Berrell et al., 2009). Although there are some differences between 
economists when defining SMEs, they are generally described in terms of the number of employees, or 
annual sales turnover, or both (Lai and Arifin, 2011). For example, Article 2 of the Annex of 
Recommendation 2003/361/EC of the European Commission states ‘The category of micro, small and 
medium-sized enterprises (SMEs) is made up of enterprises which employ fewer than 250 persons and 
which have an annual turnover not exceeding 50 million euro, and/or an annual balance sheet total not 
exceeding 43 million euro.’ In fact, the majority of firms in most established economies are SMEs as is 
shown in Figure 1.1 in Chapter 1. Research undertaken by the World Bank Institute concluded that SMEs 
are the engine of growth, and are essential for a competitive and efficient market, are critical for 
poverty reduction, and they also play a particularly important role in developing countries.  
Table 5.5 shows the definition of SMEs provided by the government in Bahrain is not contradictory to 
the prevailing concepts in other parts of the world. According to a press release in 2015, SMEs make up 
99% of Bahrain’s registered companies, and contribute 28% of the total GDP (BNA, 2015). 
                                                      
23 Wasata is an Arabic word that loosely translates into nepotism or 'clout' or 'who you know'.  




Table 5.5. SME definitions pertinent to Bahrain 






Micro Up to 10 Up to 20,000 Up to 100,000 
Small 11-50 (up to 100 for construction sector) 20,001-500,000 100,001 - 1 Million 
Medium 51-250 (up to 400 for construction sector) 500,001 - 3 Million 1,000,001 - 5 Million 
Source: Bahrain Ministry of Industry, Commerce & Tourism (2009). 
 
5.5.2 SMEs: a worldwide struggle for survival in the battle against big firms  
In spite of the importance of the SMEs sector to national economies, it is well known that the sector 
sustains a very high failure rate24 (Ibrahaim and Soufani, 2002; Rahael, 2012; Roodt, 2005). SMEs in 
general can face many difficulties, including lack of access to financial assistance, lack of business 
strategy, lack of marketing capabilities, ineffective HR management and, most critically, lack of effective 
operations management (Sha, 2006). First and foremost, SMEs have difficulties in attaining financial help 
from banks and other financial institutes (AbdulJaami, 2006; Gonzales, 2003; Liu and Saleh, 2009), and 
even with business success they are still subject to numerous restrictions and limitations (Hanisah Mohd, 
2002; Villamor, 2003). These barriers can be the significant amount of equity required as collateral and 
caps on loans lent to SMEs (Fabi, Laviola and Paolo Marullo, 2004; Lugovskaya, 2010; Van den Broek, 
1998). Secondly, lack of business strategy is widely perceived to be an important contribution to SMEs 
business failure (Gray, 2006; Harrigan, Ramsey and Ibbotson, 2008; Leitner and Güldenberg, 2010). The 
reason behind this is that many SME owners are neither visionary nor do they have the necessary 
expertise to strategize their businesses. Thirdly, Raymond (2001) and Zafarullah (1998) identify lack of 
marketing capabilities as a key problem faced by SMEs (Raymond, Kim and Shao, 2001; Zafarullah, Ali 
and Young, 1998). Some researchers further argued that marketing capabilities have a positive impact 
on clients' satisfaction and loyalty, which ultimately dictates whether SMEs could survive and stave off 
competition from MNCs or not (Banterle, Carraresi and Cavaliere, 2011; Santos-Vijande et al., 2012). 
Fourthly, Osman, Ho and Galang (2011) concluded in their research that effective HR management is 
                                                      
24 Cease to trade actively trade beyond first year of establishment. 




very important to SMEs. Research findings by Hassan (2010) shows the existence of strong positive 
correlations between effective HRM and quality assurance in SMEs in Malaysia. Others further argue 
that effective HRM enhances staff retention (Wilkinson, 1999) and helps to stabilize the workforce at 
corporate firm level (Brand and Bax, 2002). Further empirical researches attribute many cases of SMEs’ 
failure to the neglect of HRM due to lack of funding (Quader, 2007). Finally, and most critically, effective 
operations management is the most important area to which SMEs are supposed to pay close attention. 
Raymond (2005) identifies operations management as one of the critical success factors.  
In general, the competitive advantages that Multinational Corporations hold over SMEs in terms of 
supply chain management practices include: overwhelming market power, significant economies of 
scale and often more effective control over their supply chain - all of which lead to much lower 
procurement costs than those achievable by small to medium sized firms (Lenny Koh et al., 2007). The 
only competitive advantage that smaller firms hold over large firms is the low compliance and staffing 
costs, which may offset some of the advantages that large firms hold. In general terms, however the 
reduction of supply chain costs becomes a vital competitive factor for the smaller businesses in markets 
which there are, relatively, a large number of large firms.  Given so many challenges that SMEs face in 
their battles for survival, if the smaller businesses cannot manage their supply chain to very high levels 
of efficiency, they will simply be forced out of business (Vaaland and Heide, 2007). 
 
5.6 Summary 
This chapter has presented a comprehensive background note of the characteristics and structure of the 
Bahrain import air freight market, which is a significantly fragmented one because of having a large 
number of SMEs as consignees, few competing airlines and a relatively large number of competitive air 
freight forwarders. The in-depth review which has been conducted on the three most prominent parties 
of the air freight chains featured in this research, involved the carriers (primary air freight services 
providers), the freight forwarders (the architects of the chains), and the consignees (the chain users and 
initiators). This chapter has laid the contextual foundations for the following chapters (6 – 8) which 
describe, in detail, the case studies. 
  




Chapter 6 Importation of small electronic appliances from China (Part A) 
6.1 Introduction  
This chapter presents the first case study of this current investigation, which attempts to map and 
analyze the air freight chain that facilitates the ‘small electronic appliances’ trade from China to Bahrain. 
This chain is organized by BF125 (a foreign owned freight forwarding company based in Bahrain, which 
has been operating in the Gulf region for the past three decades), and it services a number of small 
electronic appliance traders in a newly established market called the ‘Dragon City’ in Bahrain. The intent 
of Part A is to provide a clear understanding of the functionality and scope of individual air freight chains, 
and also to lay the foundation for the subsequent detailed calculation of the differential monetary 
values offered and delivered by freight forwarders and/or airlines to small businesses in the next 
chapter. 
This chapter comprises five sections: after this brief introduction (6.1), section 6.2 will provide some 
background information of the trade; 6.3 will provide detailed insights into the air freight chain, 
including chain definition, structure and dynamics; 6.4 will discuss and analyze contractual, pricing and 
value relationships existing in the freight chain in order to lay the analytical foundations for later 
analysis; and 6.5 will present the chapter summary. 
 
6.2 Background of the ‘small electronic appliances’ area 
In this thesis, we have categorized ‘small electronic appliances’ under the general headings of ‘home 
appliances’ and ‘consumer electronics’, which include household appliances which are portable or semi-
portable (Chen, Wei and Hu, 2013). Consumer electronics, which are often called ‘brown goods’ by 
producers and sellers (Jonker and Linnartz, 2004), include devices used for home entertainment (such as 
flat-screen TVs, DVD players, DVD movies, iPods, video games and remote control cars), personal 
communications (telephones, cell phones and e-mail-capable laptops), and home-office activities 
(desktop computers, printers and paper shredders).  
                                                      
25 We have used a pseudonym, BF1, which stands for Bahrain Forwarder Case Study 1. This replaces the 
real name of the forwarding company in a codified manner as the informants from this company insisted on 
confidentiality and anonymity for the company. Data involves some sensitive information provided by this, and 
other companies, and we will use pseudonyms to protect all the companies interviewed for this thesis. 




China is the world’s largest producer for these small electronic appliances (Lall, Albaladejo and Zhang, 
2004; Liu and Diamond, 2005), and has been long recognized as a world manufacturing center (Sung, 
2007). As a consequence, China has become the country of origin for most small electronic appliances 
imported by Bahrain. This economic activity in this category was worth over $US130 million in 2011, 
according to Bahrain International Airport Customs Database (2011). The import air freight chain for 
small electronic appliances from China to Bahrain is therefore a most significant commercial activity. 
 
Figure 6.1. The import air freight chain using a classic view 
 




6.3 Chain definition, structure and dynamics  
6.3.1 The characteristics of the local retail market for small electronic appliances 
The supply chains for small electronic appliances, especially for consumer electronics, are notoriously 
plagued by inherent risks stemming from short product lifecycles and high demand uncertainty (Sodhi 
and Lee, 2007; Sodhi, 2005). Among all the supply chain participants, the local retailers bear a 
considerable share of the aforementioned risks. 
Traditionally, retailers of small electronic appliances enjoyed a healthy operating profit margin 
(Holbrook, 1992) of over 25% in Bahrain market. However, a number of important economic and 
regulatory variables have unfavorably impacted on the demand and supply of this retail industry. The 
demands for these products have been detrimentally affected by a combination of macro-economic and 
political factors, including low economic growth and slow real wages growth in Bahrain over the past 
few years (Gulf, 2017). This was caused, in part, by low crude oil prices (Bowler, 2015) and internal 
political turmoil caused by the so called ‘Arab Springs’, a wave of wide social protests and civil 
disobedience across the Arab world (Wallerstein, 2011). Moreover, one of the informants, a Chinese 
shop owner based in the Bahrain Dragon City, complained: 
Most customers who come into my shop will haggle hard with me. They would normally claim 
that they have seen similar products with cheaper prices elsewhere, and are prepared to walk 
away unless I give them further discounts. In my opinion, the business is tough as I am constantly 
pressured to lower the asking prices to a point that I may not make enough money to justify 
doing business in Bahrain.  
Therefore, another demand-side factor, which is very crucial, has been the pressure from end-customers 
for small electronic products to consistently reduce prices in real terms because there are wide varieties 
and alternatives that can be readily and easily accessed by end-customers. 
Notwithstanding these real issues, a key factor on the supply side has been the growing competition 
from regional and international retail chains. When the same informant above was asked ‘who are his 
biggest competitors in the business?’, he replied without any hesitation: 
Obviously, the competitions from the big guys, I mean those big stores like Sharaf D.G., Extra and 
etc. We are forced to constantly find something different to offer to my customers, something 




that cannot be found in those big stores, because we just cannot compete them in terms of price. 
Their business volumes are huge. We simply cannot compete.  
In general, the retail market for small electronic appliances was traditionally filled with small trading 
companies and shops, none of which had a dominating market share in this particular market. However, 
more and more external competitors have entered into the local market in Bahrain. Sharaf DG, which is 
based in UAE, plus Emax and Extra, both of which are based in Saudi Arabia, are now found with long-
established international brands like Radio Shack. These companies have taken a significant market 
share, especially in the higher end market, since the Bahraini government started liberalizing its market 
and began to promote labor market reforms in 2006 (Market and Research, 2010)   . Nevertheless, in 
respect of this investigation, these external competitors are not necessarily participants of the import air 
freight chain into Bahrain. For external participants, procurement activities are centrally conducted by 
regional HQs, under whose conditions supplies are obtained in an aggregated procurement, and then 
forwarded to various outlets, including Bahrain, most commonly by road transport. In general, it is not 
an easy market for local small retailers (mostly SMEs) to survive, let alone thrive in, given the social, 
economic and political environment in Bahrain.  
6.3.2 Participants in the air freight chain – process mapping the air freight chain 
In order to precisely map the air freight chain, it is absolutely imperative to identify the important 
participants in the air freight chain as well as the set of logistics activities which comprise the freight 
chain for the import of small electronic appliances. Figure 6.1 was initially prepared from information 
based on the interview with the Operations Manager of BF1. The Figure indicates the pattern of 
functional structure and physical cargo flow existing in the air freight chain, of which the shapes (oval 
and rectangle shapes) covered by the rectangular shaded box, represent the parties that make up the 
functional air freight chains. It particularly demonstrates the sequential pattern of dyadic linkages in the 
chain and suggests that it is the chain as an entity (a collective endeavor by all chain participants) rather 
than any single chain participant, that creates use value for end-customers in exchange for monetary 
reward to realize the exchange value of the chain service. The revenues generated in turn by each single 
participant are some proportion of the total sales revenue (that is, the exchange value realized). Clearly, 
given the highly competitive nature of the retail market in Bahrain, cost is a key dynamic in the chain 
operations. 




The import air freight chain, in this particular context, is conceptualized as a set of key activities by 
which small electronic appliances are transported as air freight to a relatively large number of buyers 
located in Bahrain. The information presented below was collected through a series of interviews 
conducted through one of three methods: face-to-face interviews; email correspondence; and 
conversation via SKYPE.  
Manufacturers for small electronics appliances: The manufacturers’ role is to produce materials in 
accordance with the customers’ requirements and specifications that are stipulated in the sales 
agreement. These are pre-approved and agreed upon by both suppliers and end-customers. There are 
three main types of manufacturers, known as (i) OEM26 (Original Equipment Manufacturer), (ii) ODM 
(Original Design Manufacturer) and (iii) OBM (Original Brand Manufacturer), with the only difference 
between these three types being whether the manufacturer owns the intellectual property for the 
products. However, in this case study, there is no attempt to differentiate chains based on the suppliers 
being an OEM, ODM or OBM, since this makes no impact on how the air freight chains are subsequently 
organized and operated. 
International air freight forwarders in China: The air freight forwarders take delivery of the shipments 
from the manufacturers, and a key activity undertaken by the freight forwarders at this stage of the air 
freight chain is to process and handle the shipments in accordance with the various airlines’ regulatory 
requirements in preparation for the air transportation to the consignee in Bahrain. The airline that 
carries the shipments is usually nominated by the international freight forwarders in accordance with 
the requirements of the local freight forwarders in Bahrain, as they are the ones organizing the entire air 
freight chain. Nonetheless, the international freight forwarders first obtain the initial quotations of 
shipment carriage from several different airlines, and then select the one that most conveniently fits the 
requirements of the counter party (that is, the freight forwarders representing the importers). The 
international freight forwarders also provide interim storage for the shipments while the handling, 
airway bill preparation, and export clearances by Chinese Customs services are proceeding. If the freight 
forwarders have regular pre-booked cargo slots with the particular airlines, the freight forwarders are 
also responsible for loading the shipments into pre-arranged airline unit load devices (ULDs) for the 
flights from Guangzhou to Bahrain. Once the shipments are export customs-cleared and become ready, 
they will then be transported by the Chinese freight forwarders’ trucks to the airline’s contracted cargo 
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terminal operator (CTO) at Guangzhou Baiyun International Airport. In this case study, BF1 has four 
frequent partner international freight forwarders in Guangzhou, one of which is CF127 International 
Forwarder Co. that handles almost 80% of the volume of the air freight from Guangzhou to Bahrain on 
behalf of BF1. 
Airport handling operations in Guangzhou Baiyun International airport: There are roughly two stages of 
air cargo handling in the airport: namely cargo terminal operators and ramp or aircraft loading 
operations. All air freight and aircraft handling operations in Guangzhou airport are operated by a cargo 
terminal operator (CTO) under the direction of the Guangzhou Baiyun Airport Company. The CTO takes 
delivery of pre-consolidated shipments from the freight forwarders on behalf of their client airlines, 
then proceeds to weigh the shipment and examines the documentation of the shipment (including 
master air waybills and manifests) to ensure the shipment matches the descriptions of the documents. A 
security examination will be performed in compliance with Chinese Civil Aviation Authority security 
regulations on air cargo. Once the shipment passes the security clearances, the shipment will then be 
entered on the client airline’s cargo manifest and the details transferred electronically to the Chinese 
Customs Services that will issue a final export customs clearance to the CTO. Upon obtaining the final 
clearance, the CTO then finalizes the loading by loading the shipment into one of the pre-assigned ULDs 
to be then taken to the aircraft by the ramp operators or aircraft loaders, which marks the end of cargo 
terminal operations and the start of the ramp operations. The ramp operators handle the aircraft 
loading and unloading and have load control of both passengers and cargo at the airport. They are also 
responsible for (i) the aircraft weight and balance function, (ii) presenting the flight loading plan and the 
notice to the captain of the aircraft (NOTOC), and (iii) the loading of all the baggage and air cargo (loose 
or ULDs) onto the aircraft. 
Airlines Cargo Division: Most airlines’ cargo divisions comprise two departments; the Department of 
sales and marketing and the Department of operations. This is due to the fact that most airlines’ 
operations are governed by air cargo security regulations of ICAO to safeguard air cargo security and 
overall security of aviation industry. The airlines that operate out of China usually only deal with the 
regulated air cargo agents that are IATA (International Air Transport Association) accredited in China by 
issuing tariffs (wholesale rates) to these agents. In order to obtain more profits, some airlines also 
occasionally extend marketing campaigns to reach out to the exporters and importers. The operations 
                                                      
27 Another pseudonym, which stands for China Forwarder Case Study 1. 




department of airlines in Guangzhou airport is responsible for: allocating bell-hull space on flights to the 
contracted freight forwarders for carriage of air cargo; preparing loading and booking sheets for CTOs 
and Ramp Operators; input cargo information and data into their own airline cargo systems; and finally, 
billing the freight forwarders for the carriage of the air cargo. In this case study, because none of the 
major airlines in China or Bahrain offer direct services between China and Bahrain, the three Middle 
East-based airlines, Emirates, Qatar and Etihad, provide the most air freight capacity from Guangzhou to 
China as was detailed in section 5.3.3 in Chapter 5. Qatar airways cargo normally offers the lowest 
freight rates, but there is a bottle neck existing in the route because Qatar Airways only operates narrow 
body aircrafts (Airbus 320s) between Doha and Bahrain These offer around 500 kg freight capacity 
compared with more than 10 metric tons freight capacity provided by wide-body aircraft (Boeing 777 or 
Airbus 330) that Qatar Airways operates between Guangzhou and Doha. Whilst Qatar Airways Cargo 
operates as a cost leader, Emirates Skycargo, to the contrary, acts as a premium services provider that 
offers the best service marked with superior on-time rate and extra low damage rate, but they do 
charge a premium for such level of service. Notably, Emirates operates three flights from Dubai to 
Bahrain, all with wide-body aircraft, therefore there is no bottleneck in this route. Understandably, 
Emirates Skycargo and Qatar Airways Cargo take up most of the market share in this sector, while Etihad 
Cargo only gets the overflow cargo from the two aforementioned airlines. 
Airport handling operations in Bahrain International airport: This part of the operation starts with the 
aircraft ramp area, where Bahrain Airport Services (BAS) is the only airport handling agent operating in 
the Bahrain International Airport. The BAS ramp operator transports the unloaded unit load devices 
(ULDs) filled with air cargo to the cargo terminal operator (CTO), which is also a part of BAS, where the 
Bahrain import procedures are carried out. The ULDs are then deconsolidated at the CTO’s warehouses 
which have direct access to the airport tarmac. The CTO completes the necessary Bahrain Customs 
formalities, and then sends cargo arrival notices to the freight forwarders that are specified on the 
master air waybills or, occasionally, to the consignees.  
BF1 as the receiving agent in Bahrain: BF1 sends their drivers to uplift the air cargo shipments from the 
cargo terminal operator at Bahrain International airport once the arrival notices are received. The 
consignments will be transported back to the BF1’s bonded warehouses located inside the Global 
Logistics Village (GLS), a bonded air cargo handling facility accredited by Bahrain Customs Services. BF1’s 
in-house customs brokers will then perform the customs clearances for the consignments. For the 
clients from the Dragon City that are mostly small traders or importers, BF1 also provides storage and 




inventory control services. Because the Gulf Agency Company acts as the intermediary between 
importers and airlines, they are, perforce, the initiator of the air freight chain and the focus of this case 
study. 
Importer/ traders: The main activity performed by the importers or traders from the Dragon cities is the 
marketing and promotion of the imported products. In most cases, these importers own their own 
shops in the Dragon City Bahrain and are therefore the retailers themselves. In general, they are the 
users of the air freight chain facilitated by Gulf Agency Company. It is estimated that BF1 services 
around 30 traders from the Dragon City Bahrain. 
6.3.3 An overview of the key participants – the BF1 and traders from the Dragon City 
We have identified that the BF1 and the Dragon City traders are the key participants of the air freight 
chain, because (i) the traders are the chain users who realize the exchange value of the collective 
endeavor of all the chain participants, and (ii) BF1 is essentially the organizer of the chain and acts as an 
intermediary between the airlines and traders. This section presents a brief overview of the relationship 
between BF1 and the Dragon City traders in order to provide a fuller picture of how the chain starts, and 
also to determine what the chain revolves around, in order to lay down the contextual foundations for 
further analysis. 
BF1 as the organizer of the chains: BF1 has actively marketed itself as the preferred ‘local freight agent 
with a global reach’ since the first BF1 operation was set up in Kuwait by Swedish entrepreneur Bengt 
Lindwall in 1956, and later relocated to Bahrain in 1979. Over the years, BF1 has evolved from a small 
company, which was once a local shipping service provider, into the widely-recognized global provider 
of integrated shipping, logistics, marine and related services in Bahrain. Today, BF1 has three lines of 
businesses: (i) shipping, which covers all aspects of services to ship owner and operators, (ii) logistics 
operations including freight forwarding, warehousing and distribution with the intention of offering 
clients with complete supply chain solutions, and (iii) marine operations revolving around a well-
equipped and well-maintained fleet. The latter involves barges and tugboats, which enables BF1 to 
provide auxiliary services and vital support for offshore exploration, construction and production, heavy 
lift cargo towage and other related marine operations. In the competitive local air freight market in 
Bahrain, BF1 is built upon the strategy of being the preferred local logistics services organizer that 
provides importers with door-to-door logistics and value-added services including distributions and 
inventory control. Most of BF1’s clients can be considered to be SMEs, as they are small traders of a 




large variety of products, of which the small electronic appliances imported from China is a category of 
products that is of particular importance to BF1 and its clients.  
Bahrain Dragon City, the users of the chain: Bahrain Dragon City is a very new shopping and trading 
establishment in Bahrain, and only formally opened its doors to the public on 27th December 2015. It 
was developed by Diyar Al Muharraq, a Kuwaiti real estate developer operating in Bahrain, with an 
economic base of US $100 million and with 798 shops totaling over 115,000 square metres. This 
shopping complex offers more than 100,000 different products and attracts over 12000 customers on an 
average day throughout the year. It has grown out of a proven concept, Dragon Mart Dubai, and is 
managed by the China Middle East Investment and Trade Promotion Centre – one of China’s largest 
overseas trading companies and aims to rival Dragon Mart Dubai to become the trading hub for Chinese 
products to supply the whole of the MENA (Middle East and North Africa) region. Most of the traders 
that are operating in the Bahrain Dragon City are from China. They typically only own one shop in the 
shopping complex and can be best described as small traders. There are around 50 shops specializing in 
selling various small electronic appliances, of which 20 shops/traders are serviced by BF1, whilst many 
other freight forwarders are looking to gain a foothold in these small but yet lucrative businesses in the 
Bahrain Dragon City. 
 
6.4 Contractual, pricing and value relationships 
6.4.1 Contractual relationships and chain structure 
Figure 6.1 depicted an overview of the process (physical cargo flow) and structure of the air freight chain. 
Due to the inherent shortcomings of Cox’s framework limiting the scope for in-depth analysis of the 
chain dynamics, we, hence, modified the framework and argue that there are two kinds of dyadic 
relationships existing in a typical import air freight chain: (i) contractual relationships based on exchange 
and (ii) operational relationships, of which both parties are not bonded by a direct contract but 
indirectly through a third-party. It is, therefore, imperative to differentiate these two kinds of dyadic 
relationships because power only exists if both parties are engaged in a contractual relationship. In a 
pure operational relationship formed through a third party, the relationship between these two parties 
can best be described as incidental or transactional, and is of little use in analyzing how power impacts 
on the ability of value appropriation or capture of each chain participant throughout the air freight chain. 




It is important to appreciate that the flow of value takes a totally different route than that of the flow of 
physical air freight as is shown in Figure 6.2. Figure 6.2 illustrates not only the pattern or network of 
contractual relationships existing in the chain, but also the operational relationships in the air freight 
chains.  
As Figure 6.2 suggests, the Bahrain-based freight forwarder, BF1, has no direct contractual relationship 
with the airlines’ cargo division, as the Operation Manager of BF1 specifically mentioned in the 
interview: 
We don’t really have any contracts with local airlines re import shipments. The decisions are 
pretty much made by the other end on which airlines they use. From our end, we just go along 
with the decision and prepare all the paperwork for custom’s clearance. Once we are notified by 
the local airlines’ cargo office of the arrival of the shipments, we just simply send our drivers to 
pick the shipments up from BAS with all the necessary paperwork. (Group 2, interview 1, 
08/04/16) 
Clearly, this work is done on an operational basis, when BF1 occasionally needs to track and trace the 
status of a particular shipment in transit from the airlines’ cargo division in Bahrain prior to the 
shipments arrival in Bahrain. By contrast, a formal contractual exchange relationship exists between the 
freight forwarders in Guangzhou and the airlines’ cargo division, which is also based in Guangzhou. The 
Operations Manager of CF1 commented that: 
The relationships between the local airlines and us are quite close. Even though there is no ink on 
the paper says that we are in contractual relationships, we nevertheless understand how this 
kind of relationships work. Basically, we agree to give businesses to them (airlines), they agree to 
give a good wholesale rate, which would allow us to offer our customer a reasonable retail rate 
yet with a lucrative margin earned by us. (Group 2, interview 1, 23/04/16) 
A similar situation applies to the relationships between freight forwarders (of both ends) and cargo 
terminal operators of airport services agents, whereby all dealings between them are on a shipment-by-
shipment transactional basis. This was explained by the Cargo Operations Manager of BAS: 
We don’t have regular contacts with the freight forwarders. They normally send their drivers to 
pick up shipments from our terminals, and we charge them a fee every time they pick up a 




shipment from us. The only time that I personally hear from them is when something has gone 
wrong, like shipments got damaged or delayed or sometimes short-landed (missing pieces if the 
shipment comprises more than one piece). (Group 3, interview 1, 19/04/16) 
Therefore, in the absence of a formal commercial contract, although the CTO charges a freight 
forwarder fee (a cargo terminal charge) for every shipment that is imported or exported, the 
relationships are based on operations instead of contracts.  
 
Figure 6.2. Dyadic relationships in the air freight chain from Guangzhou to Bahrain 
 
By focusing on the sets of contractual relationships displayed in Figure 6.2, a few notable structural 
differences can be observed. For example, the importers or traders from Bahrain Dragon City involved in 
this case study, are all small traders that bring shipments from China on a less frequent, yet regular basis 
compared with their main competitors who are the chain electronic appliances stores. As one of the 
traders from Bahrain Dragon City stated: 
I normally receive two shipments a week or a week and a half. I said to the freight forwarders 
like my business is not that big but is better than nothing. After all, I am confident that most 




freight forwarders want my business. If one cannot give me a good price, I will try another one, 
simple. 
That is why their commercial relationships with BF1 are still largely transactional rather than being 
formal or long-term contractual ones. In contrast, the relationships between freight forwarders in 
Bahrain and China are much less transactional, as BF1 tends to deal with only a handful of freight 
forwarders in each location of origin, according to the Operations Manager of BF1. He further stated 
that: 
Regionally based company, like BF1, we don’t have extensive overseas networks to work with. 
We have to rely on other independent companies to provide local services at most destinations. 
We established a working relationship with CF1 through a freight forwarder networking 
conference some time ago. Ever since, we have developed trust between us although there are 
ups and downs in the relationship inevitably, mostly because both sides value our relationship as 
we rely on each other to get more business. 
Markedly, the relationships between freight forwarders and airlines are much closer and cooperative, as 
the Qatar Airways’ cargo manager based in Bahrain explained:  
We think freight forwarders play a very important role in our air freight business… In fact, most 
of the shipments come from the freight forwarders. Only less than 10% of the total volume is 
direct business, which are normally ad hoc unaccompanied baggage or personal effects… A big 
part of my job is to deal with various local freight forwarders effectively. You need to have pretty 
good knowledge on how to deal with them. I guess one of the reasons why I got this job is that I 
previously had over 10 years’ experience as a business development manager working for a 
freight forwarding company. 
Although no exclusivity may be granted between parties in the chain, freight forwarders tend to use one 
airline for one certain route and only use other airlines for overflow because, in this way, freight 
forwarders can maximize their volume with one single airline in order to obtain more favorable rates. 
This view is supported by BF1’s Operations Manager, who said: 
In order to get more favorable rates from one certain carrier, you have to give them volumes, big 
volumes, otherwise they won’t be interested... In this case, you have to make a decision on which 




airline you will use as the primary carrier for your shipments. We only use other airlines for the 
destinations if the primary carrier does not cover or lack capacities to carry. 
In this case study, Qatar Airways is the most frequently used carrier for small electronic appliances 
shipments from China to Bahrain, largely because the importers are quite cost-conscious, and Qatar 
Airways Cargo generally offers the most competitive rates for this route. Indeed, the most stable 
contractual relationships are the ones between airlines’ cargo division and airport services agents. The 
Qatar Airways’ Cargo Manager claimed that: 
The airport services agents provide us the services that are vital to our whole operation… We 
consider them as part of our own team. Without their services, our operations cannot be 
basically completed. 
Coincidently, the dyadic relationships are the only relationships that are based on both contractual 
exchange and operations.  
 
Figure 6.3. Cash flows in the air freight chain from Guangzhou to Bahrain 




Remarkably, if we remove the operational linkages in Figure 6.2 in order to have a more focused view on 
the essential contractual relationships, the network of the contractual relationships is not linear, but is 
rather like a tree branch shape as shown in Figure 6.3 (a modification and rearrangement of Figure 6.2). 
This means that the value, sequentially created by each chain participant along the physical cargo flow, 
is not being distributed in the same order. Moreover, Figure 6.3 depicts the cash flow, which reveals the 
mechanism of how the realized exchange value (paid up by the importers) of the air freight services is 
distributed and passed on among chain participants of the air freight chain, and also forms the analytical 
foundation for the subsequent value chain analysis in the later subsections of this chapter. Moreover, 
the cash flows existing between freight forwarders and airport services agents are not independent and 
can be best described as a kind of airport tax imposed upon the air freight. Since the airport services are 
an inseparable part of the airport-to-airport service, we therefore consider such intervening 
relationships are operational relationships rather than contractual ones that are based on exchange. 
 
Figure 6.4. Various roles in the air freight chain from Guangzhou to Bahrain 




Furthermore, by closely studying how each chain participant operates and determining the services they 
are offering, we can further categorize the chain participants into two groups as shown in Figure 6.4. 
These are (i) core service providers (airport-to-airport air freight services as explained in Chapter 2), 
which are the airlines’ cargo division along with airport service agents from both the origin and the 
destination, and (ii) freight forwarders, from both ends, that act not only primarily as intermediaries 
between airlines and importers, but are also providers of value-added services (including, but not 
limiting to, ground transportation at both ends, and customs clearances for export and import). This 
highlights the fundamental dyadic exchange relationships in this case study, which are the contractual 
relationships between importers and freight forwarders as well as between freight forwarders and 
airlines. Of interest here is that, by examining these two relationships, it takes us back to the 
fundamental question of this thesis, which is why SMEs prefer to deal with freight forwarders than 
dealing directly with airlines.   
6.4.2 Pricing policies and strategies of airlines and freight forwarders 
As shown in Figure 6.3, there are four formal contractual relationships (discussed in subsection 6.3.1), 
which are indeed four sets of buyer-supplier dyadic relationships. Because of our intention of studying 
how power impacts on the dyadic relationships, it is imperative to find out what pricing policies and 
strategies that various chain participants adopt, since such policies and strategies subtly reflect whether 
suppliers hold power over their suppliers. Moreover, as airport terminal charges for air freight is also an 
integral part of the airport-to-airport service cost, the CTOs’ pricing policies will also be reviewed in this 
subsection. 
As discussed in Chapter 4, we argued that the air freight chains in this investigation revolve around the 
organization of carriage of freight, it is therefore necessary to acknowledge that air freight service is a 
performance or a service product as opposed to tangible physical product. Zeithaml, Parasuraman and 
Berry (1985) conclude that there are four unique characteristics of a service product: (i) intangibility, as 
the air freight services are performances rather than objects that can be touched or felt, (ii) 
inseparability of production and consumption, as services are first sold and then produced and 
consumed simultaneously, (iii) heterogeneity, as service products potentially have high variability in the 
performance, (iv) large variations in service offering, as is demonstrated in Figure 2.3 in Chapter 2, and 
(v) perishability, as services are performances that cannot be stored (pp. 33-35).  
 




BF1’s pricing policies and strategies in importers-BF1 dyadic relationships 
BF1, as most other freight forwarders in the industry, adopts a pricing strategy that can be best 
described as cost-plus pricing, in which the selling price is set by adding a markup or margin on top of 
the unit cost of a product or service (Vinten et al., 2005, p.126). In this case, BF1 offers the prices of the 
bundled air freight services (door-to-door or place-to-place) to the importers from Bahrain Dragon City 
based on the total direct costs plus a standard 50% markup. As BF1’s Operations Manager noted: 
Nowadays, it is near impossible to overcharge your customers because information is readily 
available. Even if [the information is] not [available to customers], smart customers can just pick 
up the phone and speak to several service providers to find out what are the true costs… 
Moreover, due to the fierce competition, competitors actively approach any potential customers 
in any case. The first thing they will do is to undercut whatever the price you offer to your 
customers… Basically, you cannot hide anything. 
Therefore, the reason why BF1 adopts such a pricing strategy is mostly due to the fact that the market 
that BF1 operates in is quite transparent in terms of price, as customers usually compare prices among 
several freight forwarders. Hanson (1992, p.149) opines that firms usually adopt a cost-plus pricing 
strategy due to the fear of adverse outcomes in competitive bids and in pursuit of long-term contracts. 
However, this 50% markup is not universally applied to all of BF1’s customers, some of which may 
receive better prices (as low as 15% markup) depending on the volumes and frequencies of the business 
brought along by the particular customers. Therefore, it is important to appreciate that BF1 also applies 
price discriminations toward certain customers (Varian, 1989). However, according to BF1’s Operations 
Manager, the initial price negotiation process between BF1 and importers is conducted in a quite 
transparent way, where, by contrast, a 20 - 30% markup is quite a common practice in the Bahrain 
import market. BF1, furthermore, also promises to review the prices of services every three months in 
case the volume from a particular customer increases sharply, in which situation BF1 may consider 
dropping the prices as well as refunding part of its earnings as a profit sharing scheme to retain long-
term quality customers. This practice is common in the dealings with importers from Bahrain Dragon 
City, as most of them are small traders who only own one shop in Bahrain Dragon City. By and large, the 
contractual relationships between these two parties can be described as transactional, as there are 
normally no formal contracts that can be established due to the buyers’ unwillingness to commit to a 
long-term contract with BF1. 





Informal profit sharing agreement between BF1 and the freight forwarders in China: 
BF1 maintains long-term cooperation with several freight forwarders, especially CF1, which is based in 
Guangzhou. Once BF1 gets the go-ahead from importers to start arranging air freight services, they will 
contact the corresponding freight forwarders in Guangzhou to obtain formal quotations for a place-to-
place service. This price is normally set, based on the industry norms, to allow both parties to have a 
50/50 split of the 50% markup based on the total of all direct costs involved from the end of the origin, 
although there are no formal agreements between the two parties. These are deemed unnecessary 
because BF1 normally obtains no less than three formal quotations for a non-regular shipment before 
accepting any quotations. Therefore, although the relationships between BF1 and its partner freight 
forwarders are not bound by formal contracts, such relationships are still considered long term as they 
have commitment by both parties in the form of Memoranda of Understandings. 
Airlines’ pricing strategies applied to freight forwarders and to wider communities 
In this case, in the route from Guangzhou to Bahrain, there are two major airlines, (Emirates Skycargo 
and Qatar Airways Cargo), which actively compete in offering airport-to-airport services in the market as 
discussed in subsection 6.2.2. Generally, airlines apply price discrimination based on volumes of 
shipment. Qatar Airways’ Cargo manager confirmed that: 
We normally charge walk-in customers the TACT (the air cargo tariff) rate, but are very careful 
with how much we charge our regular customers (freight forwarders). Importantly the wholesale 
rates we gave to each customer are different and confidential. The rates are negotiated between 
the clients and us privately. Some customers may get lower rates than others on certain routes 
because they give us more volumes. 
According to the published TACT (The Air Cargo Tariff) rates by the IATA (International Air Transport 
Association), there are different air cargo rates applied to several different weight classes. There is a rate 
for shipments which weigh less than 45 kg, and another for those between 45 and 100 kg (IATA, 2012). 
These TACT rates are the standard rates that are usually quoted by airlines to ad hoc customers and 
serve more like cap rates (airlines will not normally charge customers more than the TACT rates). 
However, airlines noticeably offer much lower rates to freight forwarders, as they send each freight 




forwarder that is considered as a regular customer a separate list of wholesale rates to different 
destinations within the airlines’ networks. The current trend is that ‘more and more pricing is done 
under contracts between large forwarders and airlines, and the rates agreed to are confidential’ 
(Morrell, 2012, p.192). Of relevance here is that different airlines apply different pricing strategies. As 
Qatar Airways’ Cargo Manager pointed out:  
One of our airlines’ key strategies is, when we firstly get into the market, to take on Emirates 
airlines as our main competitor and offer our customers better services as well as cheaper price. 
Not surprisingly, it was found in this case study that Emirates Skycargo generally adopts a traditional 
cost-plus pricing strategy as it is perceived as the market leader in terms of quality of their services, 
whereas Qatar Airways Cargo adopts a penetration pricing strategy in order to capture a large market 
share by offering lower rates (Duke, 1994, p.17) than those of Emirates Skycargo. As a consequence, 
according to Qatar Airways Cargo they get the most market share, while Emirates Skycargo gets to 
retain the quality customers and has a higher cargo yield than Qatar Airways Cargo. 
In general, although there are no formal contractual relationships between the airlines and the freight 
forwarders, both parties still manage to keep a long-term relationship for two reasons: (i) there are not 
many freight forwarders in the market that the airlines deal with directly, and (ii) the freight forwarders 
need all the airlines to cater for different customers’ needs, as there are not many airlines overall.  
Airport services agents’ pricing strategies applied to airlines and to freight forwarders 
Airport services agents, in both Guangzhou and Bahrain airports, operate within comparably similar 
market situations as well as being in a similar commercial environment. Both companies effectively have 
no competitors, because the airport services markets in both countries are highly protected. In 
Guangzhou airport, the airport services are operated by Guangzhou Airport Service Company (GAS), 
which is directly owned by Baiyun Airport Management Company, a state-owned company. In the 
Bahrain airport, BAS is owned by a consortium of several local companies that have a large political sway 
in the government, which prevents competitors from entering the market. However, the operating 
margins attained by these airport service agents are not above industry average. Markedly, the cargo 
handling contracts between airlines and airport services agents are normally in a standard form which is 
based on the IATA’s (International Air Transport Association) ‘Standard Ground Handling Agreement 
(SGHA)’, of which a significant clause, Article 11.5, stipulates that either party can serve notice to rescind 




the contract any time by providing a mere 60 days’ notice (Soames, 1997, p.86). As discussed earlier, 
there are no formal contractual relationships between airport service agents and freight forwarders, but 
there are only pure transactional relationships on a shipment-by-shipment base. Therefore, in theory, it 
is in an airport service agents’ discretion to determine how much they charge freight forwarders for the 
terminal charges, but they are partially bound by industry norms as well as, in this case, stipulated levels 
set by SGHA which determine the upper limit they can charge. 
In general, different air freight chain participants adopt different pricing strategies or policies, from 
which we can have a glimpse of the traces of power influencing on the various contractual relationships. 
We will present in-depth analysis on this in the later subsections in Chapter 7 (7.3.1 and 7.3.2). 
 
6.5 Summary 
The chapter has presented the findings of the first two steps of the analytical process initially laid out in 
Chapter 1 and detailed in Chapter 4. We can draw one major preliminary conclusion from this part of 
the case study. There are two important dyadic relationships in the air freight chain, which are between 
BF1 and the importers and between forwarders and the airlines. These two sets of dyadic relationships 
basically underscore the basic dynamics of the chain. 
This chapter has presented Part A of the first of three case studies of the import air freight chain to 
Bahrain, which we focused on the qualitative part of the analytical process. The following chapter 
(Chapter 7) will present the Part B of the same case, which in turn will focus on the quantitative aspects 
of the relationships. 
 




Chapter 7 Importation of small electronic appliances from China (Part B) 
7.1 Introduction 
This chapter presents Part B of the first case study of this current investigation, which attempts to map 
and analyze this air freight chain that facilitates the ‘small electronic appliances’ trade from China to 
Bahrain. The intent of this analysis is to explain how value is created by the air freight chain, and how 
value is appropriated by respective chain participants by considering which firms are powerful and what 
the bases of their power (critical assets) might be.  
This chapter comprises four sections: after this brief introduction (7.1), (7.2) will statistically test 
whether the freight forwarders deliver value to the importers; (7.3) presents a step-by-step value chain 
analysis to determine the dyadic power relationships as well as to establish the power regime of the 
chain; (7.4) will present the case summary. 
 
7.2 Determination of whether the freight forwarders deliver value to the importers 
The research sub-question (i) in Section 1.8 was ‘Whether or not, and to what extent, do freight 
forwarders create and deliver quantifiable value to SMEs (the consignors or consignees)?’ Critically, the 
freight forwarders at both ends of the supply chain collectively act as intermediaries between the 
importers and the airlines. The very existence of the intermediary can only be justified if the buyers of 
the air freight services receive better deals (or cheaper prices) than if they deal with airlines directly. 
Therefore, it is necessary to examine whether the freight forwarder, in this case, BF1, offers cheaper air 
freight rates than those that can be obtained directly from the airlines. Thus, the aim here is to 
determine whether freight forwarders’ involvement in the chain actually saves money for importers (on 
the basis of the door-to-door services from China to Bahrain) compared with the arrangements made by 
importers without freight forwarder intermediaries, (in which case, of course, the importers will have to 
deal with every single chain participant to form various direct exchange relationships).  




In this case study, Sample 1 as shown in Table 7.1, the prices of 20 randomly selected28 electronic 
appliances shipments based on airport-to-airport29 services quoted and arranged by BF1 for twenty 
different Bahrain Dragon City importers, is compared with Sample 2, of which the prices are 
hypothetically calculated based on the same 20 shipments if the same importers had chosen to make 
their own logistics arrangements directly with airlines and the other logistics providers. Due to the fact 
that sample 2 is not independent of sample 1, a paired sample student’s t-test will be run to be 
applicable to the scenario (David and Gunnink, 1997; Hsu and Lachenbruch, 2008). Importantly, in the 
case that the importers choose to organize their own import logistics arrangements, the whole import 
process is far from straight forward. Instead of contacting the local freight forwarders, they will (i) 
negotiate a price with local airline cargo division for their particular shipment to be sent from 
Guangzhou to Bahrain via a standard airport-to-airport service, and (ii) inform the suppliers in China that 
they will somehow send a 3PL company (in this case, simply a trucking company) to collect the products 
and send them directly to the CTO in Guangzhou Airport. This can only be done after a local freight 
forwarder in Guangzhou agrees to issue a master air waybill for the shipment and help to obtain a pre-
export customs clearance. Once the shipment safely arrives in Bahrain and becomes available at the BAS 
premises, the importers will need to have one of the local customs brokers to clear import customs 
clearances in Bahrain before they can finally send their own trucks or a local 3PL to collect the shipment 
on their behalf and send the consignment to their warehouses or simply their shops to be stored in 
Bahrain Dragon City.  
Therefore, prices of sample 2 are calculated based on the total of three elements: the local charges in 
Guangzhou30 (including export customs clearance fees, documentation/ air waybill fees and CTO 
terminal fees), air freight (airport-to-airport services based on the shipment weight), and the local 
charges in Bahrain (CTO terminal fees, import customs clearance fees and local transport fees). Note 
                                                      
28 Each of the 20 shipments in the sample belongs to 20 undisclosed customers and selected to be handed over by 
the Operations Manager of BF1. 
29 In all three cases of this thesis, the prices quoted and charged by various freight forwarders are all based on 
airport-to-airport services. The importers are expected to pay extra for the customs clearances and documentation 
fees from both ends, should they require such services. The local transportation costs at the end of origin (China, 
Thailand and U.S.) are generally paid by the sellers according to the provisions under FCA terms. The local 
transportation costs in Bahrain are expected to be paid by the importers, who will send someone or a 3PL 
company to pick up their shipments on their behalf either from the freight forwarders’ premises or from BAS if the 
importers choose to arrange the process by themselves. 
30 All the estimations of the costs of individual services in Guangzhou, including the airport-to-airport services, 
were obtained by this researcher via telephone enquiries, and are therefore publicly available information. Some 
of the estimations (documentation fees and customs clearance fees) are based on the cheapest quotations out of 
three attempts. 




that the rate that airlines charge ad hoc customers or the general public directly is the TACT rate, which 
is $6.78 /kg from Guangzhou to Bahrain. When asked reason why they charge such a high rate on their 
direct customers, the cargo manager of Qatar Airways Bahrain explained, 
It is not that we don’t want their (importers’) business, but typically their volumes individually 
are too small for us to directly service … not worth the trouble to deal with those customers …  
 
Table 7.1. Sample of 20 shipments from Guangzhou to Bahrain (BF1)  
Shipment 
Actual charges to 
customers ($ per 
shipment) 
Estimated costs of the 
shipment ($ per 
shipment)31 Difference 
1 802.5 856.3 53.8 
2 1055 1137.6 82.6 
3 872.2 815.62 -56.58 
4 635 686.8 51.8 
5 569 585.1 16.1 
6 847.44 903.76 56.32 
7 616.75 612.22 -4.53 
8 1612.3 1913.98 301.68 
9 1892.6 2069.92 177.32 
10 792.6 876.64 84.04 
11 712.4 781.72 69.32 
12 617.15 666.46 49.31 
13 1131.32 1256.32 125 
14 659.8 659.68 -0.12 
15 607.64 605.44 -2.2 
16 691.7 673.24 -18.46 
17 673.55 693.58 20.03 
18 875.6 971.56 95.96 
19 735.4 802.06 66.66 
20 843.4 835.96 -7.44 
 
To carry out a paired t-test (two tailed), we thus set the hypothesis as: H0: no significant differences 
between Sample 1 and Sample 2 at the 95% confidence level; H1: Sample 2 is significantly different from 
Sample 1. We then ran the t-test, obtaining a t-statistic value of 3.454 (according to Table 7.2) with 19 
                                                      
31 Due to the less frequent shipments, the business owners or managers are expected to pick up this work with no 
extra labour costs incurred. 




d.f. (degrees of freedom). Considering that the p value with 95% confidence is 2.093, there is strong 
evidence that, on average, Sample 2 is significantly higher than Sample 1. That is to say, the 95% 
confidence interval for the true mean difference is therefore (21.19 - 94.87) based on Table 7.3. This 
confirms that, although the difference in samples is statistically significant, it is quite modest. We can be 
95% sure that Sample 2 is higher than Sample 1, and the difference lies somewhere between just under 
2% and just over 10%.  
Table 7.2. t-Test: Paired Two Sample for Means 
  Estimated costs of the shipment Actual charges to customers 
Mean 920.198 862.1675 
Variance 156752.1872 110502.7931 
Observations 21 21 
Pearson Correlation 0.992802708 
 Hypothesized Mean Difference 0 
 d.f. 20 
 t Stat 3.454290353 
 P(T<=t) one-tail 0.00125332 
 t Critical one-tail 1.724718243 
 P(T<=t) two-tail 0.00250664 
 t Critical two-tail 2.085963447 
  
 
Table 7.3. t-Test results: Paired Two Sample for Means 
Mean Difference 58.0305 
Stand. Dev of difference 78.98513 
Standard Error of difference 17.66161 
t alpha half 95% C.I. 2.0859 
Lower confidence level 21.19015 
Upper confidence level 94.87085 
 
It can be concluded that, on the basis of these estimates, we are in 95% confidence that the consignees 
can expect approximately a 2%32 to 10%33 saving if they arrange their imports via a freight forwarder 
than by arranging it themselves. This conclusion confirms the counter-intuitive claim that the importers 
are better off in dealing with an intermediary rather than dealing directly to the primary service 
                                                      
32 Lower confidence level divided by Mean of Estimated costs of the shipment   
33 Upper confidence level divided by Mean of Estimated costs of the shipment   




providers (airlines) in terms of price. We will then attempt to explain this phenomenon by applying Cox’s 
Power analysis in the next section.  
7.3 Definition of the power relationships in the air freight chains  
7.3.1 Who captures the value? – value chain analysis of the air freight chain 
Having established an understanding of the structure and dynamics of the air freight chain, we may now 
turn our attention to the flow of value that is streaming from the importers to various chain participants 
via various different routes and sub-routes. There are two important tasks to be completed in this sub-
section. The first task is to document the profit margin being earned by each participant sequentially, 
and second task is to ascertain the share of the total gross profit margins of the chain captured by each 
chain participant. The data presented in this sub-section is based on the case interview survey data, and 
supported, where possible, by other industry body and government reports. 
In effect, as we argued in Chapter 2, air freight service (airport-to-airport) as a service product is neither 
a scarce product (spare capacities existing most time during a year except for a short period right before 
Ramadan, the holy month for Muslims in this case study) nor a high-end exclusive product, and 
therefore it is competitively and reasonably priced by various airlines who are operating on a particular 
route. Likewise, those value-added services, which extend or expand the airport-to-airport service into 
place-to-place or door-to-door service, are also competitively priced due to the abundance of the 
supplies available in the market. The fundamental reason for us to analyze the impacts of power existing 
in various dyadic exchange relationships of the air freight chain, is to identify who captures the most 
value among the chain’s participants. Not surprisingly, the freight forwarders from both ends of the 
chain capture the most value among the chain participants. This means that airlines are significantly 
disadvantaged in their attempts to capture value in the chain because of the involvement of the freight 
forwarders, particularly if we compare this situation with the scenario where importers deal with the 
airlines directly and arrange the local carriage by themselves. 
7.3.2 The cost of airport-to-airport air freight service 
We argued in Chapter 3 that the dyadic power relationships in the chain should be determined by 
comparing the ability of appropriating value from the chain by the two parties. Simply put, whoever is 
able to capture more value will have power over its counterpart in a dyadic relationship. The ability of 




capturing value is quantified by the gross profit margins that each chain participant obtains in air freight 
chains. 
In order to calculate the gross profit margin that each chain participant makes on the basis of the 
airport-to-airport service, by either simply passing on to the next chain participant or repackaging the 
service with other complementing value-added services, we then need to find out the revenue that each 
player earns and the costs of the product or services provided. Logically, we may therefore get the gross 
profit margins by subtracting costs from revenue, because revenue typically is made up of gross profit 
and cost of goods or services sold (McFadden, 1978). The revenue that each chain participant earns is 
quite easy to find out through primary research, whilst determining the costs of the service, especially 
the cost of air freight service, is a less straight forward task.  As we argue that the air freight chains 
revolve around the exchange of airport-to-airport service, the cost of the service is the foundation of 
subsequent calculation and analysis in this research. Hence, we need to first determine the costs of the 
air freight services.  
Importantly, it is tricky even for airlines to precisely pin-point the exact freight-related share of the 
direct operating costs (Vogel and Graham, 2011). Traditionally, airlines consider the costs of air freight 
services as ‘sunk cost’ as the marginal costs are very low because the weight of the air freight is 
relatively insignificant (1% to 3%) to the total takeoff weight of the aircraft, for instance, a Boeing 777-
300ER aircraft’s maximum takeoff weight is over 351 metric tonnes (Boeing, 2003), including the 
passengers, crews and jet fuels. One of the effective ways, which is adopted by U.S. Civil Aeronautics 
Board (CAB) of setting the cost of air freight carried in belly hull of passenger aircraft, is simply using 
costs of air freight from all-cargo carriers (Haanappel, 1984). Miller (1973, p. 258) concluded CAB’s 
policy of setting belly-freight rates equal to pure freighter costs are mathematically consistent. 
Furthermore, contrary to the traditional view that air freight services are a byproduct of the main 
passenger services by airlines (Chen and Chou, 2006; Vogel and Graham, 2011)    , airlines, in recent 
years, have been consistently allocating large percentages of the direct operating costs to the air freight 
services (Doganis, 2010, p.313) which are based on the costs of a pure freighter. Therefore, the adopted 
average cost of airport-to-airport service from CAN to BAH provided by Qatar Airways is around US $2.4 
per kilogram of air freight, which is comprises two parts. The first part is the share of the direct 




operating costs (DOC), which is calculated based on 32% 34 of DOC divided by 40% 35 of the total 
estimated freight capacity, which is an industry average adopted by many airlines according to the 
survey concluded by Doganis (2010, p.313). In this case, this part of cost is $0.4 per kg. The second part 
of the air freight cost is $2 per kg and is the administrative costs that are directly attributed to the air 
freight operations. Markedly, the calculation does not include the aircraft maintenance, depreciation 
and basic salaries of the crew and other airline staff members.  
Table 7.4. Average revenue and gross profit margins (per kg) in the value chain from CAN to BAH 
 
Source: Estimation36 based on comprehensive survey of annual industry report and interview data  
 
7.3.2 Gross profit margins of each chain participant 
After successfully determining the cost of air freight services, we were then able to produce Table 7.4, 
which shows the revenue that each chain participant earns and their gross profit margin, in addition to 
how the gross profit margins on the airport-to-airport service in the value chain from Guangzhou to 
Bahrain are being distributed among the participants. The gross margin earned by airlines ($0.6) was 
calculated by taking the rate airlines charging (Table 7.4) and subtracting the assumed cost of air freight 
($2.4).  More importantly, as shown in Table 7.4, the final price that is charged to the importers is $5.3 
per kg for the air freight, while the cost of air freight (airlines) is $3 per kg. Thus, we can determine that 
the total gross profit margin which is made by the entire air freight chain (collective efforts by all the 
chain participants), is $2.3 per kg ($5.3 subtracting $3 – the charges by BF1 subtracting the charges by 
airlines). 
                                                      
34 The operating cost of the flight include fuel costs, crew costs and ground handling charges from three 
airports (CAN, DOH and BAH). All the costs are estimated based on the information obtained from interviews of 
airlines staff and public online information from Boeing website. 
35 This is the average fill rate of the cargo capacities due to the overcapacity on the route 
36 Gross margin of Airlines ($0.6) is calculated by Airlines Charge ($3) minus  
BF1 CF1 Airlines BAS Airport Handling in Guangzhou
Price per kg each chain 
participant charges ($)
5.3 4 3 0.05 0.05
Gross margin each chain 
participant earns ($)
1.25 0.95 0.6 0.05 0.05
Gross margin each chain 
participant earns (%)
31.25% 31.67% 25.53% 8 - 9% 8 - 9%
Typical distribution of gross 
margin among the chain 
participants (%)
43.10% 32.76% 20.69% 1.72% 1.72%




It should be noted here that the costs of the service that forms the basis of these calculations only 
includes the cost of air freight services (airport-to-airport). It does not address the costs of other value-
added services provided or organized by the freight forwarders, as we previously argued that all 
exchange relationships are forged on the basis of the exchange of the airport-to-airport service. In 
addition, the gross margins (8 – 9%) as a percentage made by the airport handling agents from both 
ends are estimates based on the industry-wide norms. Coincidently, the handling charges by BAS and 
Airport handling agent in Guangzhou are the same ($0.05) because the handling fee structure from both 
sides are essentially identical, although the fees are being charged in different currencies (BHD in 
Bahrain and CNY in China). 
 
BF1, the freight forwarder in Bahrain 
As shown in Table 7.4, the absolute gross profit margins earned by the BF1, are quite considerable, but 
they represent a moderate 31.25% of the total value chain. This comes from the fact that BF1 earns very 
little margin, if any, on the value-added services that they provide to the importers, including freight 
handling, local delivery and import customs clearances. It is quite common in the quoting process for 
freight forwarders using value-added services within the same company, to subsidize air freight services 
which provides a very cheap bundle price or an all-inclusive logistics package price (door-to-door). 
Although the share of the overall gross margins captured by BF1 (43.1%) is the largest among all 
participants, considering that BF1 requires very modest capital investment to be equipped to provide its 
customers with the value-added services in order to be in a position to offer the importers these 
bundled services, the margin that BF1 generally earns is quite remarkable.  
Freight Forwarders in Guangzhou 
As shown in Table 7.4, the freight forwarders in Guangzhou earn a gross profit margin about 31.67% on 
average and capture a reasonable share (32.76%) of the total air freight chain margin. This is 
comparable to that of the BF1, while keeping a strongly cooperative relationship with both their buyers, 
BF1, suppliers, and the airlines. 
The Airlines (Qatar Airways Cargo and Emirates Skycargo) 




As shown in Table 7.4, in contrast to the freight forwarders’ lion’s share of the total gross margin and 
relatively high profitability, the airlines capture a relatively small share of the total chain margin 
(20.69%), and they make a modest 25.53% gross profit margin on their airport-to-airport freight services. 
These are activities to which, in air freight chains, international airlines historically restricted their role 
(Morrell, 2012, pp.7-8). Considering that airlines have extremely high direct operating costs, which are 
up to $ US 25,000 per hour for a B777 passenger aircraft, together with equally high fixed costs, airlines 
struggle to merely break even on providing air freight services during the low season. That is also why 
some airlines (especially the North America-based ones) still consider air freight as byproduct, and the 
revenue made from air freight as gross profits. 
Airport Service Agents (BAS and GAS) 
The airport service agents offer highly standardized air freight related services, which are cargo terminal 
operations and aircraft handling services (or ramp operations). There is little that these firms can do to 
differentiate their services to build switching costs to earn significant profits from their main clients and 
international airlines. However, both BAS and GAS are the sole airport service agents at their respective 
airports, therefore they effectively have monopolized power, which has evidently been obtained by 
favorable government policies that effectively fend off direct competitors from the market. 
Notwithstanding the airport service agents’ monopoly in the market, according to Table 7.4, they, 
nevertheless, earn a comfortable and healthy gross, yet modest, profit margin of 8 to 9%. This is 
because international airlines, while protecting airport service agents, can put pressure on the 
respective governments to cap how much agents can charge airlines and freight forwarders. Although 
the airport services agents have two revenue streams (airport service fees from airlines charged as per 
aircraft turn-around or per flight, and airport terminal fees37 from the freight forwarders). Export 
terminal fees in Guangzhou and import terminal fees in Bahrain are charged by weight (US $0.05 cents 
per kg as shown in Table 7.4), whereas the cost of airport services is actually covered by the former, and 
the latter can be, therefore, considered as gross margins.  
In general, what the case study evidence reveals, coincides with this researcher’s initial observation 
prior to this research, that the dominant participant in the chain is BF1, the freight forwarder based in 
Bahrain, who is able to charge a price for their services that earn them an above average gross profit 
margin compared with the margin captured by other chain participants. At the same time, BF1 is also 
                                                      
37 Terminal fees are equivalent to the airport taxes that are included in the total air fare of passengers. 




able to leverage its position as a buyer to receive ‘competitive’ prices from airlines via its partner freight 
forwarders in Guangzhou.  
7.3.3 Power relationships and construction of power regimes 
As shown in Figure 6.3, there are two operational relationships and five major dyadic exchange 
relationships based on contractual relationships present in the air freight chain for small electronic 
appliances from Guangzhou to Bahrain. The various contractual relationships existing in between, 
partially reflect the impacts of the power of each of these dyads. As we argued in sub-section 2.3.6, all 
chain participants are in effect contesting the finite value of air freight services created by the air freight 
chain. The value created by the chain equals the aggregate gross profit margin ($2.9 per kg), which can 
be calculated by subtracting the assumed costs of air freight by airlines ($2.4) from the exchange value 
realized from the importers ($5.3 - revenue generated by BF1 successfully selling its services to the 
importers). 
Figure 7.1 illustrates the landscape of value contestation among the chain participants in a particular 
type of network model, named ‘power regime’ by Cox (1997), which is theoretically constructed on the 
basis of the power relationships existing in each dyad. These power relationships are connoted by the 
Power Symbols discussed in Chapter 3. To briefly recap, buyer dominance is connoted by the symbol (>), 
supplier dominance is connoted by the symbol (<), buyer-supplier interdependence is connoted by the 
symbol (=), and buyer-supplier independence is connoted by the symbol (0)  (Cox, 2001; Cox, 2004). As 
shown in Figure 7.1, A represents the importers in Bahrain, B represents BF1, C represents BF1’s partner 
freight forwarders in Guangzhou, D represents airlines, E represents BAS, and F represents the Airport 
Service Agent in Guangzhou. 





Figure 7.1. The power regime of the small electronic appliances air freight chain from Guangzhou to Bahrain 
 
The importers and the BF1 (A and B) 
It is less than straightforward to define the power relationship between the importers and BF1, because 
the importers are not one of the chain participants that are involved in the contestation of the total 
gross profit margin but are the final consumers of the air freight services. However, we argued that the 
importers are willing to (or are forced to) pay up to $6.78 (TACT rate) per kg for the airport-to-airport 
service, as this is how much they have to pay if they have to deal with the airlines directly. Any amount 
that the importers can successfully negotiate off with BF1 based on the TACT rate will be deemed as a 
saving to them. Therefore, we assume a zero-sum game between BF1 and the importers where the total 
value can be contested is $2.78 per kg ($6.78 minus $4 as shown in Table 7.4). In this case, as shown in 
Table 7.4, BF1 earns a moderate $1.25 per kg gross profit margin on arranging the airport-to-airport 
services, whilst the importers receive a $1.53 per kg saving in lieu of an average of $280 local charges 
from both ends of the air freight chain. Moreover, BF1 has to additionally offer other value-added 
services to the importers at a price, which merely equals to the marginal costs, in order to sweeten the 
deal so as to secure the business and to fend off competition from other local freight forwarders. 
Nevertheless, BF1 will not further discount its prices just to retain the importers as its customers, since 
the volume of business from the importers is relatively low compared with those of key corporate 
accounts that BF1 is serving. Hence, we hereby conclude that BF1 possesses no effective isolating 
mechanism to lock its customers in to earn ‘above average profits’ or rents in the relationships. A short 
survey (Appendix 1) among BF1’s customers further confirms this notion, as the finding shows that (i) 
the buyers (the importers) are well-informed of the air freight costs, (ii) the buyers’ search and switching 




costs are minimal, and (iii) the buyers are quite confident that they are being offered a reasonable price 
from BF1. 
Based on the above analysis, coupled with the fact that there are no formal binding contracts signed 
between BF1 and importers, the exchange relationships between the importers (A) and BF1 (B) are 
represented in Figure 7.1 as (A 0 B), which means that the firms engaged in such relationships are 
classified as independent or commoditized exchange based on the theory of Power Matrix (Cox, 1997) as 
we discussed in Chapter 3. This situation arises when neither party has power over the other (Cox et al., 
2002c, p.226). 
Table 7.5. Power attributes of the power relationship between BF1 and the importers  
Power Attributes: Rating Scale38: 
Number of buyers (peer competition) Medium to high (number) low (peer competition) 
Number of suppliers (peer competition) Medium (number) High (peer competition) 
Buyer’s market share Very low 
Supplier’s market share Low to medium 
Buyer’s switching costs Very low 
Supplier’s switching costs Very low  
Attractiveness of account to counter party Medium (buyer to supplier) Low (supplier to 
buyer) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (Medium) 
Buyer’s search costs Low 
Supplier’s information asymmetry advantage Low 
Source: Compiled by the author from a comprehensive survey of annual industry reports and interview data 
Thus, some of the notable power attributes of this particular relationship are as follows: (i) a relatively 
large number of customers are present in the market, (ii) intensive competition exists among the freight 
forwarders in Bahrain, (iii) BF1 has little dependence on the importers for revenue, (iv) switching costs 
of both BF1 and the importers are very low, (v) BF1 provides a standardized service offering, (vi) the 
buyers’ search costs are very low, and (vii) the BF1 has very limited information asymmetry advantage 
over its customers. In addition, Table 7.5 below shows all of the 10 power attributes, which are 
theorized by Cox (2001b), of the exchange relationship. 
BF1 and its partner freight forwarder (CF1) in Guangzhou (B and C) 
                                                      
38 7 scales in total: very low, low, low to medium, medium, medium to high, high, and very high. 




As shown in Table 7.4, BF1’s main partner freight forwarder in Guangzhou, CF1, earns a very reasonable 
25% gross profit margin on the services (for arranging the transportation). This is because BF1 needs the 
services and cooperation from CF1 in Guangzhou to get favorable rates from airlines, as CF1 has more 
business footprints in Guangzhou air freight market than that of BF1. However, CF1 also relies on BF1 to 
provide it with a consistent flow of business (not only the shipments from the importers in this case 
study) to stay profitable. BF1 has a very good knowledge of the current air freight rates because of its 
long-term relationships with four partner freight forwarders. Hence, we can conclude that the 
Guangzhou freight forwarders and BF1 must rely on each other to have a viable business model. This 
also reflects on the gross profit margins they make. Although BF1 nominally earns $1.3 per kg, which is 
more than what its contracting freight forwarders earn ($1 per kg), BF1 additionally provides value-
added services with very slim margins as already noted. It therefore suffices to say that BF1 and its 
partner freight forwarders, both possess critical assets and are able to apply isolating mechanisms to 
close the market to prevent further horizontal competition.  
Based on the analysis above and coupled with the understanding that there are long term committed 
relationships even though no formal binding contracts are signed between the two parties, the 
exchange relationship between the BF1 (B) and CF1 (C) in Guangzhou are represented in Figure 7.1 as (B 
= C). This implies that the firms engaged in such relationships are classified as ‘interdependent’, based 
on the theory of Power Matrix (Cox, 1997) as we discussed in Chapter 3. This type of relationship means 
both sides work closely with each other, and in the case study, BF1 provides CF1 with businesses, whilst 
CF1, in Guangzhou, arranges the transportation requirement right up to the time when the shipments 
arrive at Bahrain International Airport on BF1’s behalf. Hence, the relationship is very close and 
collaborative. 
Therefore, some of the notable power attributes of this particular relationship are as follows: the buyer 
(BF1) may have a significant, but not overwhelming, share of market sales for the supplier on this route; 
the switching costs for buyer and sellers are relatively high (in terms of perceived risks of finding either a 
new buyer or an appropriate supplier); the suppliers find the buyer’s overall account (not just small 
electronic appliances for the Bahrain Dragon City importers) is attractive, but, at the same time, the 
buyer value the suppliers’ expertise, market presence and contacts (mainly with airlines); searching and 
related transaction costs to source alternative suppliers are relatively low for the buyer; services 
provided by CF1 are relatively standardized; and CF1 has very limited information asymmetry 




advantages over BF1. Table 7.6 above shows all of the 10 power attributes, which are theorized by Cox 
(2001b), of the exchange relationship. 
BF1’s partner freight forwarder (CF1) in Guangzhou and the airlines (C and D) 
As shown in Table 7.4, although the airlines operating on the route make a decent 20% gross profit 
margin on the air freight services that they provide, the net profit margins may well be in the red, given 
the fact that huge capital investment, fixed costs and the burden of aircraft depreciation need to be 
considered. In this case, according to Table 7.4, the airlines’ gross profit margin is merely US $0.6 per kg, 
which is very modest compared with US $1 per kg that CF1 can make. Markedly, almost all the air freight 
businesses that the airlines on the route obtain are through the freight forwarders. Consequently, it 
appears that the freight forwarders possess critical assets, and are able to exert power over the airlines, 
by applying an isolating mechanism. 
Table 7.6. Power attributes of the power relationship between BF1 and freight forwarders in Guangzhou 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) Medium (number) Low (peer competition) 
Number of suppliers (peer competition) Medium (number) Medium (peer competition) 
Buyer’s market share Low to medium 
Supplier’s market share Medium to high 
Buyer’s switching costs Low  
Supplier’s switching costs Low 
Attractiveness of account to counter party  High (supplier to buyer), High (buyer to supplier) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (High) 
Buyer’s search costs Medium 
Supplier’s information asymmetry advantage Low 
Source: Comprehensive survey of annual industry report and interview data 
Based on the analysis above, the exchange relationships between CF1 in Guangzhou (C) and the airlines 
(D), usually Qatar Airways Cargo, is represented in Figure 7.1 as (C > D), which means that the firms 
engaged in such relationships are classified as buyer-dominant based on the theory of Power Matrix 
(Cox, 1997) as discussed in Chapter 3. This means the airlines normally have very limited power to 
extract value from the air freight chain vis-à-vis the freight forwarders. Against the general overcapacity 
of air freight services on the route as a backdrop, airlines are constantly under pressure to lower their 
rates as they are pitted against each other by the freight forwarders as they compete for the limited 




businesses, notwithstanding the presence of a modest number of the freight forwarders in Guangzhou. 
This situation is mainly due to the following two factors: the airlines’ service offerings are standardized 
and commoditized; and fierce peer competition among airlines operating on this route (for example, 
Qatar Airways often aggressively pursues a predatory pricing strategy to undercut its peer competitors’ 
prices so as to obtain a greater market share). 
Table 7.7. Power attributes of the power relationship between freight forwarders in Guangzhou and 
airlines 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) High (Number) Medium (peer competition) 
Number of suppliers (peer competition) Low (Number) High (peer competition) 
Buyer’s market share Low to medium 
Supplier’s market share High 
Buyer’s switching costs Very low 
Supplier’s switching costs Very low 
Attractiveness of account to counter party Medium (supplier to buyer) High (buyer to 
supplier) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (Very high) 
Buyer’s search costs Very low 
Supplier’s information asymmetry advantage Very low 
Source: Comprehensive survey of annual industry report and interview data 
Therefore, some of the notable power attributes of this particular relationship are as follows: the buyers 
(the freight forwarders in Guangzhou) have a significant, but not overwhelming share of market sales for 
the supplier on this route; search and switching costs of the freight forwarders are very low; search and 
switching costs of airlines are relatively high; also importantly information asymmetry typically favors 
the buyer (the freight forwarders). In addition, Table 7.7 above shows all of the 10 power attributes, 
which are theorized by Cox (2001b), of the exchange relationship. 
Airlines and the airport services agents (D and E, D and F) 
The two sets of relationships (BAS and Qatar, GAS and Qatar) are strikingly similar as argued previously. 
In these two sets of relationships, both the airlines and the airport services agents make modest gross 
profit margins as shown in Table 7.4. Indeed, both airport services agents make a modest 8-9% gross 
profit margin. This means that neither the airlines nor the airport services agents have overwhelming 




power to be dominant in the relationships, but both sides need to work together. This interdependent 
but yet limited cooperative (arm’s length) exchange relationship is due to imposed government policies. 
In this respect, the governments’ restrictive policies on market entry results in the airport services 
agents being the sole service providers in their respective airports (BAH and CAN). At the same time, 
both governments cap the extent of airport services agents’ charges to the airlines (ground handling 
fees per turn-around) and the freight forwarders (cargo terminal fees). This ensures that these charges 
do not exceed world-wide industry norms. Therefore, although the airlines may have no choice but to 
work with the airport services agents, the airport services agents still cannot earn above average profits. 
The exchange relationships between airlines (D) and the airport services agents (E and F), are 
represented in Figure 7.1 as (D = E and D = F), which means that the firms engaged in such relationships 
are classified as interdependent, based on the theory of Power Matrix (Cox, 1997) as discussed in 
Chapter 3. Nevertheless, the relationships are not entirely cooperative when compared with those 
between BF1 and its partner freight forwarders.  
Table 7.8. Power attributes of the power relationship between airport service agents and airlines 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) Low (number) Low (peer competition) 
Number of suppliers (peer competition) Very low (number) No (peer competition) 
Buyer’s market share High 
Supplier’s market share High 
Buyer’s switching costs N/A 
Supplier’s switching costs Low 
Attractiveness of account to counter party High (buyer to supplier) Low (supplier to buyer) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (high) 
Buyer’s search costs Low 
Supplier’s information asymmetry advantage Low 
Source: Comprehensive survey of annual industry report and interview data 
Thus, some of the notable power attributes of these particular relationships are as follows: both buyers 
and suppliers in these particular relationships possess large market share if not all; the switching cost for 
the buyers are extremely high if not impossible, whilst the switching costs for the sellers are low due to 
the highly standardized nature of their services; the suppliers find the buyers’ overall account is very 
attractive; services provided by the airport services agents are standardized; and the airport services 




agents have no information asymmetry advantages over the airlines. In addition, Table 7.8 above shows 
all of the 10 power attributes, which are theorized by Cox (2001b), of the exchange relationship. 
On the whole, based on Figure 7.1, the freight forwarders (BF1 and its partner freight forwarders) are 
able to exert power over the airlines, who are thus forced to settle for significantly less gross profit 
margin while being locked in these ‘interdependent’ relationships with the airport services agents due to 
the aforementioned governments’ policy constraints. 
7.3.4 Determination of ‘critical assets’ in the dyadic relationships 
After successfully determining the power relationship of each dyad in the air freight chain, it is 
absolutely imperative to then determine the existence of ‘critical assets’ in the dyadic relationships in 
the chain in order to obtain a thorough understanding of the following questions: (a) from where does 
the power derive its source? (or rather, what is the ‘critical asset’ that defines the power relationship); 
and (b) how does the ‘critical asset’ take effect in each power relationship in the chain? 
Table 7.9. The fundamental AHP scales of importance 
AHP Scale of Importance for comparison pair 
(aij)? 
Numeric Rating Reciprocal (decimal) 
Extreme Importance 9  1/9 (0.111) 
Very strong to extremely  8 1/8 (0.125) 
Very strong Importance 7 1/7 (0.143) 
Strongly to very strong 6 1/6(0.167) 
Strong Importance 5 1/5(0.200) 
Moderately to Strong 4 1/4(0.250) 
Moderate Importance 3 1/3(0.333) 
Equally to Moderately 2 1/2(0.500) 
Equal Importance 1 1 (1.000) 
Source: Adapted from Saaty (1988, p. 163). 
As discussed in subsection 4.4.2 ‘Ranking the criteria through pairwise comparison’, only a part of the 
AHP will be applied in order to rank the factors that have potential impact on the power relationships in 
each dyad. As a result, we can identify the source of power, if there is any in such relationships, based 
on the criteria weights of each criterion (power attribute) obtained through the AHP pairwise 
comparison process (Saaty, 1988). In this process, we take the attribute with largest criteria weighting as 




the probable source of power. In addition, Table 7.9 shows the fundamental AHP scales of importance, 
based on which we have formed the basis of the pairwise comparison process. 
Importantly, the fundamental question that was presented to each key informant, is ‘To the best of your 
knowledge, which attribute of the pair better positions you in negotiation for a desirable price against 
your counter party in the exchange relationship?’ Note that some informants (key informants from BF1, 
airlines and freight forwarders in Guangzhou) may have been interviewed twice as these chain 
participants act as buyers in one relationship and suppliers in another.  
The importers (Hongfa) and BF1 
As discussed in subsection 7.3.2, the power relationship between the importers and BF1 is defined as 
independent. Such power relationship has direct influence on how both parties choose to form and 
maintain their contractual relationship, given that there is no formal contract existing between them. 
There are ten criteria (power attributes), and this the number exceeds the recommended number, 
which is no more than 9 as the ideal number of criteria would be somewhere between 5 and 9 (Weck et 
al., 1997, p.354).  
According to the in-depth assessment by the Operations Manager of BF1 as a supplier in the relationship, 
we found only two attributes that potentially strengthen BF1’s position in negotiations with its buyers, 
which are ‘buyer’s market share’ and ‘supplier’s switching costs’. Because of two power attributes are 
relevant, there is no such need to run a pairwise comparison to rank them. In addition, neither of these 
two attributes may enable BF1 to impose an isolating mechanism on the importers in the relationship. 
This result, therefore, indicates that there is no clear dominating attribute that may enable BF1 to obtain 
a rent and lock the importers in the relationship, although BF1 seems not to be too concerned or feel 
obliged to further lower its prices to retain the customers due to the relative small cost and easiness in 
recruiting and replacing similar customers from the Bahrain Dragon City. Therefore, we conclude that 
BF1 possesses no critical assets to allow it to hold power over the importers. 
Similarly, based on the detailed assessment by a BF1’s regular customer, Hongfa (an importer from 
Bahrain Dragon City), as a buyer in the relationship, four power attributes that are either insignificant or 
adverse were also precluded, which are buyer’s market share, supplier’s market share, supplier’s 
switching costs and attractiveness of an account with a counter party. Based on the findings of pairwise 
comparison exercise conducted on the consultancy of the importer, a pairwise comparison matrix is 




subsequently calculated and constructed as shown in Table 7.10. The results are acceptable because the 
CR (consistency ratio)39 is 0.055, which is smaller than 0.1. 
Table 7.10. Pairwise comparison matrix (importers on BF1) and the results  
 
As shown in Table 7.10, the largest value in the priority weight is the most important power attribute, 
which is the buyer’s switching cost (28.3%), closely followed by the supplier’s product/service offering 
(25.3%) as well as number of suppliers (peer competition) (20.2%). Considering that none of these three 
leading power attributes may possibly enable the importer to lock BF1 into a relationship that favors the 
importer, this result indicates that there is no clear dominating attribute that may enable the importers 
to further negotiate down the price offered by BF1 due to its relatively small market share and BF1’s 
very low switching costs. Therefore, we conclude that the importer possesses no critical assets to allow 
them hold power over its supplier (BF1). 
In conclusion, based on the surveys of both BF1 and one of its importers, neither party can successfully 
nominate any dominating factors (attributes) that would put either of them in a better negotiating 
position or enable them to lock their counter party in a favorable exchange relationship. Furthermore, 
due to the ease of finding a replacement, neither party has strong incentive to form a long-time formal 
contractual relationship. 
                                                      
39 Since the informants have to make a large number of judgement in the pairwise comparison, some 
degree of inconsistency, therefore, will occur when researchers attempt to prioritize the variables (Franek and 
Kresta, 2014, p. 165). The question is how much inconsistency is acceptable, hence, AHP calculates CR by 
comparing the consistency index (CI) of the matrix in question (the one with our judgments) versus the consistency 





















Lambda CI RI CR
buyer’s 
switching costs 1 1 6 2 1 6 28.3% 6.342 0.068 1.24 0.055
number of 
suppliers (peer 




advantage 1/6 1/3 1 1/2 1/4 1 6.0%
buyer’s search 




or standardized) 1 1 4 2 1 5 25.3%
number of 
buyers (peer 








BF1 and CF1 in Guangzhou (B and C) 
We categorized, in subsection 7.3.2, the power relationship between BF1 and its partner freight 
forwarders in Guangzhou as being interdependent. Such a power relationship has direct influence on 
how both parties choose to form and maintain their contractual relationship, in which there is, 
nevertheless, no formal contract, but respect for long-term cooperation by both sides is indeed.  
According to the assessment provided by the Air Freight Manager of CF1 (BF1’s largest partner freight 
forwarder in Guangzhou) as a supplier via email contacts, we also successfully concluded that there 
were five relatively insignificant and/or adverse power attributes. These were number of buyers (peer 
competition), number of suppliers (peer competition), buyer’s search cost, buyer’s switching cost and 
supplier’s information asymmetry advantage. Based on the findings of the pairwise comparison exercise 
conducted on the consultancy of CF1, a pairwise comparison matrix is subsequently calculated and 
constructed as shown in Table 7.11. The results are acceptable because the CR (consistency ratio) is 
0.059, which is smaller than 0.1. 
 
Table 7.11. Pairwise comparison matrix (CF1 on BF1) and the results 
 
As shown in Table 7.11, the largest value in the priority weight is the most important criterion, which is 
the supplier’s market share (62.3%), followed by the buyer’s market share (11.3%). The remainder are 
either around 10% or below. This result strongly indicates that CF1’s market share is the only clear 
dominating attribute that makes CF1 irreplaceable and enables CF1 to negotiate a desirable outcome 
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Similarly, according to the in-depth assessment by the Operations Manager of BF1 as a buyer in the 
relationship, five power attributes were also precluded, which were number of buyers (peer 
competition), number of suppliers (peer competition), buyer’s market share, supplier’s market share and 
supplier’s switching costs. Based on the findings of pairwise comparison exercise conducted in 
consultancy with BF1, another pairwise comparison matrix is subsequently calculated and constructed 
as shown in Table 7.12. The results are acceptable because the CR (consistence ratio) is 0.039, which is 
smaller than 0.1. 
Table 7.12. Pairwise comparison matrix (BF1 on CF1) and the results 
 
As shown in Table 7.12, the largest value in the priority weight is the most important criterion, which is 
the attractiveness of the account to the counter party (50.0%), whilst the remainders hover around 10 - 
15%. This result strongly indicates that there is only one clear dominating attribute that may enable BF1 
to negotiate a better price against CF1. Therefore, we conclude that the critical asset that BF1 possesses 
is the attractiveness of BF1’s account. 
In conclusion, based on the surveys with both BF1 and CF1, both parties nominate the same dominating 
factor (attribute) that is believed to put either of them in a better negotiating position or enable them to 
lock their counter party in a favorable exchange relationship. Furthermore, due to the attractiveness of 
account to each other, both parties have strong incentive to form a long-time formal contractual 
relationship. 
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As we discussed in subsection 7.3.2, the power relationship between BF1’s partner freight forwarders in 
Guangzhou and the airlines is defined as buyer dominant. Such a power relationship has direct influence 
on how both parties choose to form and maintain their contractual relationship, in which there is no 
formal long term contract but a monthly updated wholesale rate offered by the airlines to the freight 
forwarders. We argue that by providing a discounted rate which is updated monthly, the airlines are in a 
form of de facto long-term contractual relationship with the freight forwarders. 
According to the assessment provided by the Air Cargo Sales Manager of Qatar Airways Guangzhou as a 
supplier via a lengthy Skype interview, we also successfully identified five mostly insignificant and/ or 
adverse power attributes, which are number of suppliers (peer competition), supplier’s product/service 
offering (unique or standardized), buyer’s search cost, buyer’s switching cost and supplier’s information 
asymmetry advantage. Based on the findings of the pairwise comparison exercise conducted with Qatar 
Airways Cargo division, a pairwise comparison matrix is subsequently calculated and constructed as 
shown in Table 7.13. The results are acceptable because the CR (consistence ratio) is 0.069, which is 
smaller than 0.1. 
Table 7.13. Pairwise comparison matrix (Qatar on CF1) and the results 
 
As shown in Table 7.13, the largest value in the priority weight is the most important criterion, which is 
the attractiveness of the account to the counter party (25.4%). This is closely followed by number of 
buyers (peer competition) (25.1%) and buyer’s market share (23.5%); the other two attributes are in the 
region of 10-16%. This result, however, indicates that there is no clear dominating attribute that may 
enable Qatar to obtain a rent (above normal profit) and lock CF1 in the relationship. Therefore, we 
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Table 7.14. Pairwise comparison matrix (CF1 on Qatar) and the results  
 
Similarly, according to the in-depth assessment by the Air Freight Manager of CF1 as a buyer in the 
relationship, four power attributes were precluded, which are number of buyers (peer competition), 
buyer’s market share, supplier’s market share and supplier’s switching costs. Based on the findings of the 
pairwise comparison exercise conducted in consultancy with CF1, another pairwise comparison matrix is 
subsequently calculated and constructed as shown in Table 7.14. The results are acceptable because the 
CR (consistence ratio) is 0.080, which is smaller than 0.1. 
As shown in Table 7.14, the largest value in the priority weight is the most important criterion, which is 
the number of suppliers (peer competition) (36.1%), closely followed by the attractiveness of the 
account to the counter party (33.1%); the remainder are either around 10% or below. This result 
strongly indicates that there are two clear dominating attributes that may enable CF1 to negotiate a 
better price against Qatar Airways Cargo. Therefore, we conclude that the critical assets that CF1 
possesses are the number of suppliers (peer competition) and CF1’s attractiveness of its account to BF1. 
In conclusion, based on the surveys on both Qatar Airways Cargo and CF1, CF1 holds critical assets due 
to the situation of the fierce competitions among the airlines, while airlines hold no critical assets.  
Furthermore, due to the attractiveness of CF1’s account to airlines, the airlines have incentive to form a 
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Airlines and the airport services agents (BAS and Qatar Airways) 
We decide to only observe the relationships between BAS and Qatar airways, because these two sets of 
relationships are very similar to those argued previously. 
As discussed in subsection 7.3.2, the power relationship between BAS and Qatar Airways is defined as 
interdependent. Such power relationship has direct influence on how both parties choose to form and 
maintain their contractual relationship, in which there is a formal long-term contract between the two 
parties.  
According to the assessment provided by the Operations Manager of BAS as a supplier, we found that 
only three power attributes listed in Table 7.8 are positive in strengthening BAS’s position in the 
negotiation against Qatar Airways, which are number of suppliers (peer competition), supplier’s market 
share and supplier’s switching costs. Due to the fact that only three power attributes were left to be 
ranked, we opted to simply ask the BAS manager to rank them. Unsurprisingly, the most important 
attribute is the number of suppliers, which is only one. This means BAS has the monopolistic power as 
the only provider of the airport handling services in Bahrain International Airport. Thus, we conclude 
that BAS possesses the critical asset, which is number of suppliers (no peer competition). 
According to the assessment provided by the Station Manager of Qatar Airways Bahrain as a buyer, we 
also successfully preclude five mostly insignificant and/ or adverse power attributes, which are number 
of suppliers (peer competition), buyer’s switching costs, buyer’s search costs, supplier’s switching costs 
and supplier’s market share. Based on the findings of the pairwise comparison exercise conducted with 
Qatar Airways Cargo division, a pairwise comparison matrix is subsequently calculated and constructed 
as shown in Table 7.15. The results are acceptable because the CR (consistence ratio) is 0.073, which is 
smaller than 0.1. 




Table 7.15. Pairwise comparison matrix (Qatar on BAS) and the results 
 
As shown in Table 7.15, the largest value in the priority weight is the most important criterion, which is 
the attractiveness of the account to the counter party (46.7%), the rest of which are all less than 20%. 
This result strongly indicates that there is one clear dominating attribute that may enable Qatar Airways 
to negotiate a better price against BAS or at least keep it from being overly greedy. In addition, although 
BAS has the monopolistic power in the airport handling market in Bahrain, the overall attractiveness of 
Qatar Airways’ account to BAS and Bahraini government is high, so that neither BAS nor the government 
wants to lose this account. There are perceived risks related to finding a new airline to replace Qatar 
Airways if Qatar airways should decide to drop Bahrain as a destination. Therefore, we conclude that the 
critical asset that Qatar Airways possesses is the attractiveness of its account to BAS. 
In conclusion, based on the surveys on both Qatar Airways Bahrain and BAS, both possess critical assets 
in the relationship to lock them both in. Due to the fact that both of them have large market share that 
make them indispensable to each other, both sides have strong incentive to maintain a long term 
contractual relationship. 
 
7.4 Case summary 
We can draw a number of conclusions from this case study. First, the party that possesses critical 
asset(s) can at least be able to avoid being dominated or locked in to a relationship, which may 
negatively impact on its ability to achieve its commercial goals, or even better, be able to lock its 
attractiveness 
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counterparty in a favourable relationship. Second, the winners within these freight chains in terms of 
ability of appropriating value from the chain, are the importers and the freight forwarders because none 
of them are in any way in danger of being dominated by their counterparties in various dyadic 
relationships. Last but not the least, a further important insight provided by the case study is the fact 
that all parties that possess critical asset(s) knowingly, or unknowingly, attempt to apply isolating 
mechanisms in order to exploit their counterparties by leveraging the critical asset(s) existing in the 
relationships.  
This chapter together with the last chapter (Chapter 6) have presented the first of three case studies of 
the import air freight chain to Bahrain, which is the air freight chain for small electronic appliances from 
Guangzhou to Bahrain. The following chapter (Chapter 8) comprises the second case study. It is similar 
to this case study but has avoided the extensive reasoning and explanations of the analysis provided in 
this chapter to avoid unnecessary repetition. 
  




Chapter 8 Importation of fresh produce from Thailand  
8.1 Introduction  
In the worldwide fresh produce trade, Thailand is a major fresh produce-exporting country (Kersting and 
Wollni, 2012), and registered a 4.4 percent increase in 2016 on the previous year to reach $US3.7 billion 
revenue (FreshPlaza, 2012). Although Bahrain imports most of its fresh produce from Saudi Arabia via 
road transport, Thailand is the biggest source of high-end fresh produce (especially green leafy 
vegetables) via air freight in terms of value ($US4.5 million was recorded in 2011).  
This chapter presents the second case study, which attempts to map and analyze the air freight value 
chain for fresh produce from Thailand to Bahrain. The air freight chain for fresh produce from Bangkok 
(Thailand) to Bahrain is facilitated by BF2 (a global freight forwarding company with a particular focus on 
the Gulf region) which services a number of small fresh produce traders in the Central Manama Market 
Bahrain. The main aim of the case study is to understand how value is created by the air freight chain 
and how it is appropriated by respective chain participants by considering which firms are powerful, and 
what the bases of that power, in terms of critical assets, might be.  
This chapter comprises five sections: after this brief introduction (8.1), the second section (8.2) will 
provide detailed insights into the air freight chain, including chain definition, structure and dynamics; 
(8.3) will discuss and analyze contractual, pricing and value relationships existing in the freight chain in 
order to lay the analytical foundations for later analysis; (8.4) will statistically test whether the freight 
forwarders deliver value to the importers; (8.5) will presents a step-by-step value chain analysis to 
determine the dyadic power relationships as well as to establish the power regime of the chain; and 
(8.6) will present the case summary. 
 
8.2 Chain definition, structure and dynamics  
8.2.1 The characteristics of the local retail market for fresh produce from Thailand 
The local retail market for the fresh produce from Thailand is deemed to be a niche market whose status 
is attributable to two important factors. First, the local market for the fresh produce from Thailand is 




relatively small, as one of the informants (an owner of a grocery shop specializing in selling imported 
foodstuff from Thailand) explained: 
Traditionally, locals don’t particularly have lots of fresh produce. If you check out a menu from a 
Bahraini restaurant, you will find not many fresh vegetable dishes on offer … the fresh produce, 
especially those green leafy vegetables, are not part of the traditional local Arabic diet...  
Second, the retail prices of the produce are quite expensive. The same informant told us:  
It costs as much as 3 dollars U.S. for a small bunch of fresh Thai basil or Thai broccoli. In contrast, 
a small bunch of the local produce costs only 30 cents US.  
 
Figure 8.1. The import air freight chain presented in a classic view for Thai fresh produce. 
 




As Blackburn and Scudder (2009) argued,  “the value of perishable products changes significantly over 
time in the supply chain, at rates that are often highly temperature and humidity dependent” (p.3). This 
is owing to the apparent complexity and costliness of organizing the air freight chain for fresh produce, 
with the result that the typical retail prices for Thai fresh produce can be ten times more expensive than 
the prices of the same grade of produce retailed locally in Bangkok. Local Bahrani retailers, including a 
group of about 50 Southeast Asian restaurants (of which most are Thai restaurants with a few being 
Vietnamese and Philippine), plus a few Asian grocery stores scattered in Manama, manage to earn a 
quite healthy margin on this fresh produce. According to the survey results among the informants from 
five traders based in the Manama Central Market, the end consumers of these fresh produce are 
customers of those restaurants and grocery stores, which is a relatively small contingent of North 
Eastern Asian expats (Japanese, South Korean and Chinese) having medium to high incomes, as well as 
some European expats who enjoy Southeast Asian cuisines.  
8.2.2 Process mapping the air freight chain for fresh produce from Thailand 
As discussed in Chapter 5, in order to precisely map the air freight chain, it is essential to identify the 
important participants as well as the set of logistics activities which comprise the import fresh produce 
appliances freight chain. Figure 8.1 was initially prepared based on the information collected from the 
interview with the Operations Manager of BF2. The figure indicates the pattern of functional structures 
and physical cargo flow existing in the air freight chain, of which the oval and rectangular shapes in the 
shaded box represent the parties that make up the functional air freight chains. In a similar fashion to 
the previously analyzed air freight chain from China, it also demonstrates the sequential pattern of 
dyadic linkages in the chain and suggests that it is the chain-as-an-entity (a collective endeavor by all 
chain participants), rather than any single chain participant, that creates use value for end-customers in 
exchange for monetary reward to realize the exchange value of the chain service. The revenues 
generated in turn by each single participant are some proportion of the total sales revenue (that is, the 
exchange value which is realized).  
The import air freight chain, in this particular context, is conceptualized as a set of key activities, by 
which the fresh produce is transported as air freight to a relatively large number of buyers based in 
Bahrain. 
Thai exporters for fresh produce: There are hundreds of registered and licensed fresh food exporters as 
well as numerous local growers in Thailand. According to the Qatar Airways’ Cargo manager in Bangkok, 




the exporters’ role is to collect the produce shipment from local growers after the produce is harvested, 
cleaned, graded, packed and labelled according to quality and size, and then arrange deliveries to the 
freight forwarders based in Bangkok. 
TF2 as the sending agent in Bangkok: TF2, in this case study, takes delivery of the shipments from the 
exporters. The key activity undertaken by the freight forwarders, at this stage of the air freight chain, is 
to process and handle the shipments in accordance with the various airlines’ regulatory requirements in 
preparation for the air transportation to the consignees in Bahrain. For the fresh produce shipments’ 
export to Bahrain, there are some extra documentations required by the Bahrain Food and Agricultural 
Products Import Regulations (FAIR). These are provided in lieu of common import documents (certificate 
of origin, commercial invoice, manifest and air waybills), including Phytosanitary Certificate and Health 
Certificate, and need to be arranged and prepared by the freight forwarders.  
In this case study, the Group to which BF2 belongs, has a fully owned branch in Bangkok (TF2), that 
handles all the shipments from Bangkok to Bahrain on behalf of BF2. 
Airport handling operations in Suvarnabhumi Airport (BKK) Bangkok: CTO operations and ramp 
operations are very similar around the world, adhering to a similar set of standards due to the similar 
rules adopted by Civil Aviation Authority of different countries. Consequently, the airport services in 
Bangkok are not essentially different to those of Guangzhou Baiyun Airport. There are two airport 
services agents in BKK airport: Thai Ground Services (TGS) and Bangkok Flight Services (BFS). In the 
context of this case study, BFS is the main services provider as it services both Qatar Airways and Gulf 
Air. 
Airlines Cargo Division: The airlines that operate out in Bangkok usually only deal with the regulated air 
cargo agents that are IATA (International Air Transport Association) accredited in Thailand by issuing 
tariffs (wholesale rates) to these agents (freight forwarding companies). In this case study, Gulf Air is the 
only airline that offers direct services between Thailand and Bahrain, whilst the three Middle East based 
airlines, Emirates, Qatar and Etihad, also provide air freight service from BKK to BAH, as was detailed in 
section 5.3.3. Qatar airways cargo, again like on the CAN-BAH route, normally offers the lowest freight 
rates. Whilst Qatar Airways Cargo operates as a cost leader, Gulf Air Cargo, to the contrary, acts as a 
premium services provider that offers the direct service marked with shortest time from BKK to BAH, 
but they do charge a premium for this service.  




Airport handling operations in Bahrain International airport: As discussed in the last chapter, BAS 
(Bahrain Airport Services) is the only airport handling agent operating in the Bahrain International 
Airport.  
BF2 as receiving agent: Based on the in-depth interview with BF2’s Operations manager, BF2 sends their 
drivers to uplift the air cargo shipments from the BAS once the arrival notices are received. The 
consignments will be transported back to BF2’s bonded warehouses located in the Hidd area near the 
airport (BAH) and two seaports (Mina Salman Port and Khalifa bin Salman Port). BF2’s in-house customs 
brokers will then perform the customs clearances for the consignments. For the clients from the 
Manama Central Market that are mostly small traders/importers, BF2 also provides storage and 
inventory control services. Because BF2 acts as the intermediary between the importers and airlines, 
they are the initiator of the air freight chain and the focus of this case study. 
Importer/ traders: the main activity performed by the importers or traders from Manama Central 
Market is the marketing and promotion of the imported products. In most cases, these importers own 
their own shops in the market and are mostly wholesalers. In general, they are the users of the air 
freight chain facilitated by BF2. Markedly, BF2 services more than 10 traders from the Manama Central 
Market. 
8.2.3 An overview of the key participants – BF2 and importers from Manama Central Market 
We have identified BF2 and the Manama Central Market traders as the key participants of the air freight 
chain simply because the traders are the key chain contributors who realize the exchange value of the 
collective endeavor of all the chain participants. In this respect, BF2 is essentially the organizer of the 
chain and acts as an intermediary between the airlines and traders. This section presents a brief 
overview of BF2 and the Manama Central Market traders in order to provide a fuller picture of how the 
chain starts and what the elements of the chain revolve around so as to lay down the contextual 
foundations for the further analysis. 
BF2, the organizer of the chains:  
BF2 is a prominent player in the freight forwarding market and facilitates the largest cold chain 
operations in Bahrain. BF2 employs over 200 experienced staff and operates a multi-functional 




warehouse facility including 18,000 m2 of ambient, chilled and frozen storage. BF2 also maintains the 
largest fleet of refrigerated transport in the country, with 51 company-owned refrigerated trailers.  
Small traders from Manama Central Market, the users of the chain:  
Based on the information obtained from the Bahrain Chamber of Commerce and Industry (BCCI), 
Manama Central Market was constructed in 1978 and comprises a main fruit and vegetable hall and a 
separate fish market. There are more than 300 small fresh produce traders, which are all SMEs, in the 
market. Shopping for fruit and vegetables has long become a quintessential element of Bahraini life. 
Whilst business in the market has been in a significant decline in the past decade due to the strong 
competition from the modern supermarket chains and recent political turmoil in Bahrain, the market for 
fresh produce imported from Thailand is thriving. An increasing number of traders have now started 
competing in this niche market. Currently, there are around 20 traders from Manama Central Market 
trading Thai produce. 
 




8.3 Contractual, pricing and value relationships  
8.3.1 Contractual relationships and chain structure 
 
Figure 8.2. Dyadic relationships in the air freight chain from Bangkok to Bahrain 
 
The clear resemblance between Figure 6.1 and Figure 8.1 indicates that two different air freight chains 
in discussion are fundamentally the same in terms of chain participants and chain structures. In a similar 
way to Figure 6.2, Figure 8.2 illustrates not only the pattern or network of contractual relationships 
existing in the chain, but also the operational relationships in the air freight chains. As Figure 8.2 
suggests, BF2, as does BF1 in Chapter 6, has no direct contractual relationship with the airlines’ cargo 
division. They work on an operational basis when BF2 occasionally needs to track and trace the status of 
a particular shipment in transit from the airlines’ cargo division in Bahrain prior to the shipments’ arrival 
to Bahrain, whereas a formal contractual exchange relationship exists between TF2 and the airlines’ 
cargo division that is also based in Bangkok. A similar situation applies to the relationships between 
freight forwarders (of both ends) and cargo terminal operators of airport services agents, whereby all 
dealings between them are on a shipment by shipment transactional basis and in the absence of a 
formal commercial contract. CTO does, however, charge a freight forwarder fee as the cargo terminal 
requires payment for every shipment that goes through (import or export); therefore, the relationships 
here are based on exchange rather than being of a contractual nature.  





Figure 8.3. Cash flows in the air freight chain from Bangkok to Bahrain 
 
By focusing on the sets of contractual relationships only in Figure 8.2, a few notable differences can be 
observed among the various relationships. The case study importers from Manama Central Market, are 
all small traders that import shipments from Thailand on a weekly or bi-weekly basis, explaining why 
their commercial relationships with BF2 long-term cooperative ones are. In contrast, the relationships 
between BF2 and TF2 are very cooperative due to the fact that both of them are subsidiaries of the 
same mother company, albeit they are separate commercial entities. Also, Qatar Airways is the most 
frequently used carrier rather that Gulf Air, even though the latter offers direct services between 
Bangkok and Bahrain. This choice arises because the importers are very cost conscious, and Qatar 
Airways Cargo generally offers the most competitive rates for this route. The contractual relationships 
between airlines’ cargo divisions and airport services agents in this case study are very stable. 
Importantly, the dyadic relationships are the only relationships that are based on both contractual 
exchange and operations. 
As done in subsection 6.3.1, the operational linkages in Figure 8.2 have been removed in order to 
provide a more focused view on the essential contractual relationships in the chain. In this case, the 




network of the contractual relationships is not linear, but rather more like a tree branch shape as shown 
in Figure 8.3 (a modification and rearrangement of Figure 8.2), which means the value, sequentially 
created by each chain participant along the physical cargo flow, is not being distributed in a same order. 
Moreover, Figure 8.3 depicts the cash flow, which reveals the mechanism of how the realized exchange 
value (paid by the importers) of the air freight services is distributed and passed on among chain 
participants of the air freight chain. This forms the analytical foundation for the subsequent value chain 
analysis in the later subsections in Part A of this chapter.  
 
Figure 8.4. Various roles in the air freight chain from Bangkok to Bahrain 
 
Furthermore, by closely studying how each chain participant operates and by observing the services 
they are offering, this can allow further categorization of the chain participants into two groups as 
shown in Figure 8.4. These are (i) core providers, which are airlines’ cargo divisions along with airport 
service agents from both the origin and destination, and (ii) freight forwarders from both ends that act 
not only primarily as intermediaries collectively between airlines and importers, but also as providers of 




value-added services. This highlights the fundamental dyadic exchange relationships in this case study, 
which are the contractual relationships between importers and freight forwarders as well as between 
freight forwarders and airlines. 
8.3.2 Pricing policies and strategies of airlines and freight forwarders 
As shown in Figure 8.3, there are four formal contractual relationships (discussed in subsection 8.3.1), 
which are indeed four sets of buyer-supplier dyadic relationships. With the intention of studying how 
power impacts on the dyadic relationships, it is imperative to determine the pricing policies and 
strategies that various chain participants adopt. These policies and strategies subtly reflect whether 
suppliers hold power over their suppliers. Moreover, as airport terminal charges for air freight are also 
an integral part of the airport-to-airport service cost, the CTOs’ pricing policies will also be reviewed in 
this subsection. 
BF2’s pricing policies and strategies in importers-BF2 dyadic relationships: 
BF2, like most other freight forwarders in the industry, adopts a cost-plus pricing strategy. In this case, 
BF2 routinely updates the prices of the bundled air freight services (door-to-door or place-to-place) to 
its customers every two or three months, whilst there are generally long-term service agreements or at 
least MOUs underlining the relationships. The reason why BF2 adopts such pricing strategy is 
predominantly due to the fact that the market in which BF2 operates is quite transparent in terms of 
price, and customers usually compare prices among several freight forwarders. As BF2’s Operations 
Manager puts it: 
These clients (the traders from Manama Central Market) have been around for a long time in 
Bahrain. Some of them started trading even before we set up our operations in Bahrain. 
Therefore, most of them are fully aware of the price trend in the market…I had my clients 
phoned me up to let me know other forwarders lowered their rates, or even asked me to check 
with the airlines as they heard airlines had changed their fuel surcharges … 
Furthermore, those importers are deemed to be regular customers and bring quite significant volume of 
business to BF2. As the same manager stated: 
… their business volumes are quite big in the context of Bahrain being a quite small market for 
air freight business …  




When BF2’s sales people approach those traders for acquiring their business, they normally start 
offering a price that will give BF2 a 20 – 30 per cent markup. BF2, furthermore, also offers the traders a 
profit sharing or rebating scheme, which BF2 would rebate a portion of its profits from the importers if 
the volumes of the total business from the particular importers exceed certain amount (although this 
amount is very difficult for most importers to achieve).  
By and large, the contractual relationships between these two parties can be described as generally 
‘cooperative’, and there are normally some forms of medium to long term formal contracts ranging from 
six months to five years, and these normally involve a general service agreement with profit sharing 
clause. Interestingly, the same BF2 manager explains the reason behind this cooperative relation: 
Due to the perishable nature of the shipments, the importers would not simply switch their 
service providers (freight forwarders) from one to another because only a handful of forwarders 
in Bahrain have the required facilities and know-how to handle perishable goods ... Among these 
forwarders, we normally are fully aware of others positions in terms of service offering and more 
importantly prices offered to customers. 
Internal profit sharing agreement between BF2 and other branches of the same group: 
According to this BF2 manager, BF2 keeps a long-term cooperative relationship with other BF2 
subsidiaries around the world including TF2 that is based in Bangkok. As per the internal policies of the 
BF2 Group, any branches of the group should use other branches as their service counter parties where 
they can by following a 50/50 principle in splitting the profits between the two parties. Therefore, once 
BF2 reaches an agreement with an importer to arrange its weekly shipments, it will immediately contact 
the TF2 to set up SOPs (standard operating procedures) for each individual customer based on the terms 
and conditions of the service agreement with the importer in order to achieve and maintain the quality 
of its service as per the service agreement stipulates. In general, the relationship between BF2 and TF2 is 
highly cooperative.  
Airlines’ pricing strategies in Thailand: 
Airlines adopt similar pricing strategies throughout their network of destinations. Evidently, there are no 
major differences in the practice between operations in China and Thailand. The only difference is that 
the airlines deal with more ad hoc business than their peers in China due to the difference in nature of 




the two markets. The market volume from Thailand is significantly smaller than that of China, as the 
Qatar Airways’ Cargo Manager in Bangkok stated: 
Freight forwarding market here in Bangkok is very concentrated.  There are a handful of big ones 
have most of the market share. This is not a favorable operating environment for our air cargo 
business. However, then again, we are also quite big and offer very competitive rates to our 
customers, who have to rely on us to provide most westbound air freight services.  
In general, although there are no formal contractual relationships between the airlines and the freight 
forwarders, both parties still manage to keep a long-term relationship for two main reasons: (i) there are 
not many freight forwarders in the market that the airlines deal with directly, and (ii) the freight 
forwarders need all the airlines to cater different customers’ needs, as there are not many airlines 
overall.  
Airport services agents’ pricing strategies applied to airlines and to freight forwarders: 
Due to the universality of service and operating standards as noted in the last chapter, the airport 
service agents in Bangkok adopt similar pricing strategies to BFS or GAS. In order to appreciate the 
difference between airlines and freight forwarders, in terms of who offers better air freight rates to the 
importers, we have used Student’s t-test to determine whether freight forwarders’ involvement in the 
chain actually saves money for importers. This is on the basis of the door-to-door services from Bangkok 
to Bahrain compared with the arrangements made by importers without freight forwarders as 
intermediaries, in which case, the importers have to deal with every single chain participant to form 








8.4 Determination of whether the freight forwarders deliver value to the importers 
To prepare data for this case study, the sample 1 figures as shown in Table 8.1 represent the prices of 20 
randomly selected fresh produce shipments based on door-to-door services arranged by BF2 for eight 
different Manama Central Market importers. These figures are compared with sample 2 figures, where 
prices are hypothetically calculated based on the same 20 shipments if the same importers had chosen 
to make their own logistics arrangements directly with airlines and other logistics providers. Because 
sample 2 is not independent of sample 2, a paired sample student’s t-test was applicable to this scenario.  
Importantly in this case, if the importers choose to organize their own import logistics arrangements, 
the whole import process is far from straight forward. Instead of contacting the local freight forwarders, 
they will (i) negotiate a price with local airline cargo division for their particular shipment to be sent 
from Bangkok to Bahrain via a standard airport-to-airport service, and (ii) inform the exporters in 
Thailand that they will somehow send a 3PL company (in this case, simply a trucking company with 
expertise in operating in cool chains) to collect the products and send them directly to the CTO in 
Bangkok Airport. This can only be done after a local freight forwarder in Bangkok agrees to issue a 
master air waybill for the shipment and agrees to assist in obtaining a pre-export customs clearance. 
Once the shipment safely arrives in Bahrain and becomes available at the BAS premises, the importers 
will need to have one of the local customs brokers to provide import customs clearances in Bahrain 
before they can finally send their own trucks or a local 3PL to collect the shipment on their behalf. 
Finally, the consignment needs to be sent to their warehouses or their shops to be stored in Manama 
Central Market. 
Therefore, the prices of sample 2 were calculated based on three elements: (i) the local charges in 
Bangkok40 (including local transportation, export customs clearance fees, (ii) documentation/ air waybill 
fees and CTO terminal fees), air freight (airport-to-airport services based on the shipment weight), and 
(iii) the local charges in Bahrain (CTO terminal fees, import customs clearance fees and local transport 
fees). Note that the rate that airlines charge ad hoc customers or the general public directly is the 
standard TACT (define here) rate from Bangkok to Bahrain. 
 
                                                      
40 All the estimations of the costs of individual services in Bangkok, including the airport-to-airport services, were 
obtained by this researcher via telephone enquiries. Some of the estimations (local transportation, documentation 
fees and customs clearance fees) are based on cheapest quotations out of three attempts. 




Table 8.1. Sample* costs for 20 shipments ($US) from Bangkok to Bahrain (GAC) 
 
*Actual charges to customers represents Sample 1, whilst ‘Estimated costs of the shipment’ represents 
Sample 2 in the paired t-tests   
To carry out a paired t-Test (two tailed), we thus set the hypotheses as: H0: there is no meaningful 
difference between Sample 1 and Sample 2; H1: Sample 2 is different from Sample 1. Running the t-Test 
to determine the extent of the difference between the samples yields a t-statistic value of 3.593 with a 
19 df (degrees of freedom). Considering that the p value (t Critical two-tail41 in Table 8.2) with 95% 
confidence is 2.093, there is strong evidence that, on average, sample 2 is significantly higher than 
sample 1. That is to say, the 95% confidence interval for the true mean difference is therefore (91.06, 
354.64) based on Table 8.3. This confirms that, although the difference in samples is statistically 
significant, it is actually quite modest. We can be 95% sure that sample 2 is higher than sample 1, and 
the difference lies somewhere between just under 7.6% and just over 29.5%.  
                                                      
41 Can also be found from the t Table. 
Shipment
Actual charges to 
customers
Estimated costs 
of the shipment Difference
1 1657.4 1614 -43.4
2 1414.7 1297.75 -116.95
3 1231 1752 521
4 833.8 1269 435.2
5 1082 1234.5 152.5
6 926.5 1251.75 325.25
7 877.64 866.5 -11.14
8 1286.6 1177 -109.6
9 1275.5 1263.25 -12.25
10 993 1361 368
11 1249.5 1171.25 -78.25
12 1358 1349.5 -8.5
13 1010.5 1389.75 379.25
14 837.5 1435.75 598.25
15 1491.5 1757.75 266.25
16 1209.5 1194.25 -15.25
17 1290.5 1849.75 559.25
18 1430.9 1895.75 464.85
19 1091 1890 799
20 1406.15 1389.75 -16.4








Table 8.3. t-Test results: Paired Two Sample for Means 
 
In conclusion, the consignees can expect a 7.6 to 29.542 per cent savings if they arrange their imports via 
a freight forwarder than arranging them by themselves. This conclusion is consistent with the counter-
intuitive perspective that suggests that the importers are better off dealing with an intermediary rather 
than dealing directly to the primary service providers (airlines) in terms of price. We will attempt to 
understand this apparent paradox by applying Cox’s Power analysis in the next section.  
                                                      
42 Calculated based on the Confidence Interval. 









t Critical one-tail 1.729132812
P(T<=t) two-tail 0.002190243
t Critical two-tail 2.093024054
Mean Difference 222.853
Stand. Dev. Of difference 281.5794225
Stardard Error of difference 62.96307298
T alpha Half 95% C.I. 2.093024054
Lower Confidence Level 91.06977371
Upper Confidence Level 354.6362263




8.5 Definition of the power relationships in the air freight chains  
8.5.1 Flow of value in the air freight chain 
Having established an understanding of the structure and dynamics of the air freight chain, we need to 
turn our attention to the flow of value that is streaming from the importers to various chain participants 
via various different routes and sub-routes. There are two important tasks to be completed in this sub-
section. The first task is to document the profit margin being earned by each participant sequentially, 
and second task is to ascertain the share of the total gross profit margins of the chain captured by each 
chain participant. The data presented in this sub-section is based on the case interview survey data, and 
supported, where possible, by other industry body and government reports. 
Not surprisingly, and in a similar situation to the first case, the freight forwarders in this case study, from 
both ends of the chain, also capture the most value among the chain participants. This also means that 
airlines are significantly disadvantaged in their attempts to capture value in the chain because of the 
involvement of the freight forwarders, particularly if we compare this situation with the scenario where 
importers deal with the airlines directly and arrange local carriage of products by themselves.   
Table 8.4. Average revenue and gross profit margins (per kg) in the value chain from BKK to BAH 
 
Source: Estimation based on comprehensive survey of annual industry report and interview data 
 
8.5.2 Gross profit margins of each chain participant 
Table 8.4 shows the revenue that each chain participant earns, together with their gross profit margin. 
In addition, the table indicates how the gross profit margins on the airport-to-airport service in the value 
chain from Bangkok to Bahrain are being distributed among the participants. More importantly, as 
shown in Table 8.4, the final price that is charged to the importers is $4.8 per kg for the air freight, while 
the cost of air freight (airlines) is $2.35 per kg（$0.35 per kg direct operating costs and $2 
　 BF2 TF2 Airlines (QR) BAS Airport Handling in Bangkok
Price per KG each chain 
participant charges ($) 4.8 3.7 2.75 0.05 0.05
Gross margin each chain 
participant earns ($) 1.05 0.91 0.4 0.05 0.04
Gross margin each chain 
participant earns (%) 28.38% 33.09% 17.02% 8 - 9% 8%
Typical distribution of gross 
margin among the chain 
participants  (%) 42.86% 37.14% 16.33% 2.04% 1.63%




administrative cost per kg）as estimated by the approach discussed in Chapter 6. Thus, we can 
determine that the total gross profit margin, which is made by the entire air freight chain (collective 
efforts by all the chain participants), is $2.45 per kg. 
BF2 
As shown in Table 8.4, the absolute gross profit margins earned by BF2, are quite moderate (28.38%), 
but they represent a considerable proportion (42.86%) of the total value chain. This arises because BF2 
earns very little margin, if any, on the value-added services that they provide to the importers, including 
freight handling, local delivery and import customs clearances. It is quite common in the quoting process 
for freight forwarders using value-added services within the same company, to subsidize air freight 
services to provide a very cheap bundle price or an all-inclusive logistics package price (door-to-door). In 
contrast, the share of the overall gross margins captured by BF2 is the largest among all participants and 
considering that BF2 requires very modest capital investment to be equipped to provide its customers 
with the value-added services to be in a position to offer the importers these bundled services, the 
margin that BF2 generally earns is quite substantial.  
TF2 
As shown in Table 8.4, TF2 earns a gross profit margin about 33.09 per cent on average and captures a 
remarkable share (37.14%) of the total air freight chain margin. This is comparable to that of the BF2. 
The Airlines (Qatar Airways Cargo and Gulf Air) 
As shown in Table 8.4, in contrast to the freight forwarders’ lion’s share of the total gross margin and 
relatively high profitability, the airlines capture a very small share of the total chain margin (16.33%), 
and they make a modest 17.02 per cent gross profit margin on their airport-to-airport freight services.  
Airport Service Agents (BAS and BFS) 
As argued previously, the airport service agents offer highly standardized air freight related services, 
which are cargo terminal operations and aircraft handling services (or ramp operations). There is little 
that these firms can do to differentiate their services which might be contemplated when attempting to 
build switching costs to earn significant profits from their main clients and international airlines. 
However, in contrast to both BAS and GAS, which are the sole airport service agents at their respective 




airports as we stated in Chapter 6, BFS (Bangkok Flight Services) has an archrival, TGS (Thai Ground 
Services), that is also operating out of BKK airport and has a larger market share than BFS. The existence 
of only two services providers (BFS and TGS) effectively creates a duopoly situation in the airport 
services market at the BKK airport. Although there is some competition between these two operators, 
there is nevertheless any adequate competition in between, which is opined by the Qatar Airways Cargo 
Manager BKK as he explained: 
… neither of the two operators feels obliged to lower their prices as we are effectively stuck in an 
either-or situation … 
Therefore, BFS, according to Table 8.4, BFS, earn a comfortable and healthy gross, yet modest, profit 
margin of 7 to 8 per cent, which is less than that of BAS or GAC.  
In general, what the case study evidence reveals, consistent with the first case study, that the dominant 
participants in the chain are BF2 and TF2, the freight forwarders, who are able to charge a price for their 
services that earn them an above average gross profit margin compared with the margin captured by 
other chain participants.  
8.5.3 Power relationships and construction of power regimes 
Figure 7.5 illustrates the landscape of value contestation among the chain participants in a particular 
type of network model named ‘power regime’ by Cox (1997), which is theoretically constructed on the 
basis of the power relationships existing in each dyad. As shown in Figure 7.5, A represents the 
importers in Bahrain; B represents BF2; C represents TF2; D represents airlines; E represents BAS; and F 
represents BFS. 
 
Figure 8.5. The power regime of the small electronic appliances air freight chain from Guangzhou to Bahrain 
 




The importers and BF2 (A and B) 
The same methodology as in Chapter 7 was applied here to determine the power relationship in this 
case. Given that the TACT rate from Bangkok to Bahrain is $5.75 per kg, the total contested value is 
$2.05 per kg ($5.75, as the maximum the clients would be charged by airlines directly, minus $3.7, as the 
price that BF2 get from its supplier TF2). In this case, as shown in Table 8.4, BF2 earns a moderate $1.1 
per kg gross profit margin on arranging the airport-to-airport services, whilst the importers receive a 
$0.95 per kg saving. Therefore, this relationship is quite equal between both sides, which is similar to 
the one between BF1 and its importers in Chapter 6, albeit a more cooperative one. It can be 
nonetheless classified as interdependent (A = B) due to the existence of long-term formal contracts. 
Table 8.5. Power attributes of the power relationship between BF2 and the importers 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) Medium to high (number) low (peer competition) 
Number of suppliers (peer competition) Low (number) Medium to high (peer competition) 
Buyer’s market share Low 
Supplier’s market share Medium 
Buyer’s switching costs Low 
Supplier’s switching costs Low  
Attractiveness of account to counter party Medium (buyer to supplier) Medium (supplier to 
buyer) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (low to medium) 
Buyer’s search costs Low 
Supplier’s information asymmetry advantage Medium 
Source: Comprehensive survey of annual industry report and interview data 
 
BF2 and TF2 (B and C) 
Because BF2 and TF2 both belong to the same group, their advantage is so overwhelming that any of the 
10 power attributes are not applicable to the relationship between these two parties. As shown in Table 
8.4, TF2 earns a very reasonable $1 per kg gross profit margin on the services (for arranging the 
transportation).  




Although BF2 is supposed to use TF2 where possible according to the group policy, BF2 successfully 
avoids being taken advantage of by TF2 by closely monitoring the rates changes in the Bangkok market. 
According to Operations Manager of BF2: 
Although the official group policy states differently, all group subsidiaries are supposed to use each 
other’s services where possible. However, we are able to use other agencies if the rate that TF2’s quotes 
are significantly higher than those of others… We need to make sure that we ain’t gonna get ripped off 
by our own people - after all we have our own profit target to achieve in the end of the year. 
Though BF2 nominally earns $1.1 per kg, which is marginally more than what TF2 earns ($1 per kg) - the 
difference can be somewhat ignored due to the fact that BF2 additionally clears import customs for its 
customers with a very slim margin. That is to say, the relationship between these two is an equal one. 
Based on the analysis above, the exchange relationship between BF2 (B) and TF2 (C) are represented in 
Figure 7.5 as (B = C).  
TF2 and the airlines (C and D) 
As shown in Table 8.4, although the airlines operating on the route make a modest 11.1 percent gross 
profit margin on the air freight services that they provide, the net profit margins may well be in the red, 
given the fact that huge capital investment, fixed costs and the burden of aircraft depreciation need to 
be considered. In this case, according to Table 8.4, the airlines’ gross profit margin is merely US $0.3 per 
kg, which is very modest compared with US $1 per kg that TF2 can make. Markedly, almost all the air 
freight businesses that the airlines on the route obtain are through the freight forwarders. Consequently, 
it appears that the freight forwarders possess critical organizational assets, and are able to exert power 
over the airlines, by applying an isolating mechanism. 
 
  




Table 8.6. Power attributes of the power relationship between TF2 and airlines 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) High (Number) Low to medium (peer competition) 
Number of suppliers (peer competition) Low (Number) High (peer competition) 
Buyer’s market share Low to Medium 
Supplier’s market share High 
Buyer’s switching costs Very low 
Supplier’s switching costs Very low 
Attractiveness of account to counter party Medium (supplier to buyer) High (buyer to 
supplier) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (Very high) 
Buyer’s search costs Very low 
Supplier’s information asymmetry advantage Very low 
Source: Comprehensive survey of annual industry report and interview data 
Based on the analysis above, the exchange relationships between TF2 (C) and the airlines (D), usually 
Qatar Airways Cargo, is represented in Figure 7.5 as (C > D), which means that the firms engaged in such 
relationships are classified as buyer-dominant.  
Airlines and the airport services agents (D and F) 
The relationship between D and E has been thoroughly discussed and analyzed in Chapter 6. In this case, 
we only focus on the relationship between D and F. Whilst the relationship is very similar to other 
relationships between airlines and airport services agents, in the BKK airport there is more than one 
airport services provider that can be chosen by airlines, for example BFS and TGS as mentioned earlier. 
Although only limited competition can be observed, airlines are enjoying the extra leverage when 
negotiating terms and conditions of the service agreements with the airport services agents at the BKK 
airport. 
The exchange relationships between airlines (D) and the airport services agents (F), is represented in 
Figure 7.5 as (D = F), which means that the firms engaged in such relationships are classified as 
interdependent.  
On the whole, based on Figure 7.5, the freight forwarders (BF2 along with TF2) are able to exert power 
over the airlines, who are thus forced to settle for significantly less gross profit margin. 




Table 8.7. Power attributes of the power relationship between BFS and airlines 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) Low to medium (number) Low (peer competition) 
Number of suppliers (peer competition) Low (number) Low (peer competition) 
Buyer’s market share Medium  
Supplier’s market share High 
Buyer’s switching costs Low 
Supplier’s switching costs Low 
Attractiveness of account to counter party High (buyer to supplier) Medium (supplier to 
buyer) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (high) 
Buyer’s search costs Low 
Supplier’s information asymmetry advantage Low 
Source: Comprehensive survey of annual industry report and interview data 
 
8.5.4 Determination of ‘critical assets’ in the dyadic relationships 
After successfully determining the power relationship of each dyad in the air freight chain, it is 
absolutely imperative to then determine the existence of ‘critical assets’ in the dyadic relationships in 
the chain in order to obtain a thorough understanding of the following questions: (a) from where does 
the power derive its source? (or rather, what is the ‘critical asset’ that defines the power relationship) 
and (b) how does the ‘critical asset’ take effect in each power relationship in the chain? 
The importers and BF2 
As discussed in subsection 7.4.3, the power relationship between the importers and BF2 is defined as 
interdependent. Such power relationship has direct influence on how both parties choose to form and 
maintain their contractual relationship, given that there is no formal contract existing between them.  
According to the in-depth assessment by the Operations Manager of BF2 as a supplier in the relationship, 
we found only three attributes that are potentially strengthening GAC’s position in negotiations with its 
buyers, which are ‘buyer’s market share’, ‘supplier’s switching costs’ and ‘supplier’s product/service 
offering’. Because only three power attributes are relevant, there is no need to run a pairwise 
comparison to rank them. In addition, only one of the three attributes, supplier’s product/service 




offering, can be applied to put pressure on the buyers in price negotiations. In the opinion of this 
manager, ‘supplier’s product/service offering’ is the most important one among those three attributes: 
Although we normally emphasized our expertise in cool chain operations and our sister 
companies in Bangkok when negotiating prices with those importers … we nevertheless don't 
want to go overboard on this point because there are at least four other competitors out there 
can provide the same services. 
This result, therefore, indicates that there is one clear dominating attribute that may not enable BF2 to 
obtain a rent but help to lock the importers in the relationship. Therefore, we conclude that GAC 
possesses one critical asset to allow it to hold power to influence the importers. 
Similarly, based on the detailed assessment by one of BF2’s regular customers as a buyer in the 
relationship, five power attributes that are either insignificant or adverse were also precluded. These are 
the buyer’s market share, supplier’s market share, supplier’s switching costs, number of buyers (peer 
competition) and supplier’s product/service offering. Based on the findings of pairwise comparison 
exercises conducted on the consultancy of the importer, a pairwise comparison matrix is subsequently 
calculated and constructed as shown in Table 8.9. The results are acceptable because the CR 
(consistency ratio) is 0.050, which is smaller than the accepted limit of 0.1. 
As shown in Table 8.8, the largest value in the priority weight is the most important power attribute, 
which is, in this case, the number of suppliers (peer competition) (53.0%). This result indicates that there 
is one clear dominating attribute that may enable the importers to further negotiate reductions in the 
price offered by BF2 due to the peer competition that BF2 confronts in the market. Therefore, we 
conclude that the importer possesses one critical asset to allow them hold power over its supplier (BF2). 
















Priority weight Lambda CI RI CR
Number of 
suppliers (peer 
competition) 1 5 6 3 7 53.0% 5.226 0.057 1.120 0.050
attractiveness of 
account to counter 
party 1/5 1 1 1/2 1/2 8.5%
Buyer’s switching 
costs 1/6 1/3 1 1 2 10.4%
Buyer’s search 




advantage 1/7 2 1/2 1/3 1 8.9%
Criteria
Pairwise comparison matrix Results




In conclusion, based on the surveys of both BF2 and one of its importers, both parties can successfully 
nominate one dominating factor (attribute) that would put both sides in a better negotiating position or 
enable them to lock their counter party in a more favorable exchange relationship. Furthermore, the 
fact that both sides possess critical assets actually provides a glue effect to give strong incentives to both 
sides to form a long-term formal contractual relationship. 
BF2 and TF2 (B and C) 
As we previously discussed in subsection 8.4.3, the power relationship between BF2 and TF2 is 
predominantly determined by both of these two companies belonging to the same group than by any of 
the power attributes, and therefore they are defined as being interdependent. Hence, the pair-wise 
comparison is not applicable here. 
TF2 and Qatar Airways Cargo Bangkok 
As we discussed in subsection 8.4.3, the power relationship between TF2 and the airlines is defined as 
buyer dominant. Such a power relationship has direct influence on how both parties choose to form and 
maintain their contractual relationship, in which there is no formal long-term contract. Usually, a 
monthly updated wholesale rate is offered by the airlines to the freight forwarders. We argue that by 
providing a discounted rate, which is updated monthly, the airlines are in a form of de facto long-term 
contractual relationship with the freight forwarders. 
According to the assessment provided by the Air Cargo Sales Manager of Qatar Airways Bangkok as a 
supplier via a lengthy Skype interview, we have also precluded five mostly insignificant and/ or adverse 
power attributes, which are number of suppliers (peer competition), supplier’s product/service offering 
(unique or standardized), buyer’s search cost, buyer’s switching cost and supplier’s information 
asymmetry advantage. Based on the findings of the pairwise comparison exercise conducted with Qatar 
Airways Cargo division, a pairwise comparison matrix is subsequently calculated and constructed as 
shown in Table 8.9. The results are acceptable because the CR (consistence ratio) is 0.094, which is 
smaller than 0.1. 




Table 8.9. Pairwise comparison matrix (Qatar Airways on TF2) and the results 
 
As shown in Table 8.9, the largest value in the priority weight is the most important criterion, which here 
is the buyer’s market share (27.1%). This is closely followed by number of buyers (peer competition) 
(21.4%), with the remaining three attributes being in the region of 16 – 18 per cent. This result, however, 
indicates that there is no clear dominating attribute that may enable Qatar Airways to obtain a rent and 
lock TF2 into the relationship. Therefore, we conclude that Qatar Airways possesses no critical assets to 
allow it to hold power over TF2. 
Table 8.10. Pairwise comparison matrix (TF2 on Qatar) and the results 
 
Similarly, according to the in-depth assessment by the Operations Manager of TF2 as a buyer in the 
relationship, four power attributes were precluded, which are number of buyers (peer competition), 
buyer’s market share, supplier’s market share and supplier’s switching costs. Based on the findings of 
pairwise comparison excise conducted in consultancy with TF2, another pairwise comparison matrix is 
subsequently calculated and constructed as shown in Table 8.10. The results are acceptable because the 
CR (consistence ratio) is 0.037, which is smaller than 0.1. 
As shown in Table 8.10, the largest value in the priority weight is the most important criterion, which is 
the number of suppliers (peer competition, at 58.8%). The remaining weights are either around 10 per 




cent or below. This result strongly indicates that there is one clear dominating attribute that may enable 
TF2 to negotiate a better price against Qatar Airways Cargo. Therefore, we conclude that the critical 
asset that TF2 possesses is the number of suppliers (peer competition). 
In conclusion, based on the surveys on both Qatar Airways Cargo and TF2, TF2 holds critical assets due 
to the situation of the fierce competitions among the airlines, while airlines hold no critical assets.   
Airlines and the airport services agents (BFS and Qatar Airways) 
We decided to only observe the relationship between BFS and Qatar airways, because the relationship 
between BAS and the airlines has been thoroughly analyzed in Chapter 6. 
As discussed in subsection 7.4.3, the power relationship between BFS and Qatar Airways is defined as 
interdependent. Such power relationship has direct influence on how both parties choose to form and 
maintain their contractual relationship, in which there is a formal long-term contract between the two 
parties.  
According to the assessment provided by the Operations Manager of BFS as a supplier, we found that 
only two of the ten power attributes, which are number of suppliers (peer competition) and supplier’s 
market share, listed in Table 8.7 are positive in strengthening BFS’s position in the negotiation against 
Qatar Airways. Thus, we simply compared these two attributes and found that the number of suppliers 
(peer competition) is significantly more important than the supplier’s market share in price negotiation. 
An interviewed manager elaborated on this issue: 
Although we face strong competition from TGS … TGS won’t get out of way to undercut us in 
order to get our business, therefore, the competition between us and TGS is a healthy one … 
after all, we don’t want to ruin each other’s profitability … whether Qatar Airways likes or not, 
we are the one of the only two services providers at the Suvarnabhumi Airport. They can choose 
either work with us or switch to TGS, no real difference, in my opinion. 
Thus, we conclude that BFS possesses one critical asset. 
According to the assessment provided by the Station Manager of Qatar Airways Thailand as a buyer, we 
only preclude three mostly insignificant and/ or adverse power attributes, which are number of 
suppliers (peer competition), number of buyers (peer competition) and supplier’s market share. Based 




on the findings of the pairwise comparison exercise conducted with Qatar Airways Cargo division, a 
pairwise comparison matrix is subsequently calculated and constructed as shown in Table 8.11. The 
results are acceptable because the CR (consistence ratio) is 0.036, which is smaller than 0.1. 
Table 8.11. Pairwise comparison matrix (Qatar on BFS) and the results 
 
As shown in Table 8.11, the largest value in the priority weight is the most important criterion, which is 
the attractiveness of account to counter party (41.9%), whereas the rest of the attributes are all below 
15 per cent. This result strongly indicates that there is only one clear dominating attribute that may 
enable Qatar Airways to negotiate a very good price against BFS. This is furthermore confirmed by the 
cargo manager of Qatar Airways, as she explains: 
…there is no denying that we are not in a bad position to negotiate with the ground handlers 
(another name for the airport services agents) … we are fully aware of the competition between 
them (BFS) and TGS who both want our business. Although there are two operators, if BFS ever 
becomes unrealistic about the price they want to charge, we can easily switch to TGS if necessary 
… After all, we are a good customer to have … 
Therefore, we conclude that both Qatar Airways and BFS possess critical assets that enable them to lock 
each other in a long-term contract on relatively equal terms. 
  
Attractiveness of 


















Priority weight Lambda CI RI CR
Attractiveness of 
account to counter 
party 1 5 5 3 6 5 4 41.9% 7.283 0.047 1.32 0.036
Buyer’s market 
share 1/5 1 1 1/2 1/2 1 1 7.5%
Buyer’s switching 
costs 1/5 1 1 1/2 1/2 1 1 7.5%
Number of buyers 
(peer competition)
1/3 2 2 1 1/2 2 1 12.4%
Supplier’s 
product/service 
offering (unique or 
standardized) 1/6 2 2 2 1 2 1 13.8%
Buyer’s search 




advantage 1/4 1 1 1 1 1 1 9.4%
Criteria
Results




8.6 Case summary 
We can draw one extra conclusion from this case study in addition to the conclusions which were drawn 
in the first case study. Importantly, whilst the party that possesses critical asset(s) may not be able to 
totally dominate the respective relationships, it could, at least, be able to lock in its counterpart on the 
basis of cooperation and equality.  
This chapter has presented the second case study carried out on the import air freight chain to Bahrain; 
the air freight chains for fresh produce from Bangkok. The following chapter (Chapter 9) will present the 
last case study of the three chosen air freight chains. 
  




Chapter 9 Importation of pharmaceuticals from the US  
9.1 Introduction  
In the worldwide pharmaceutical products trade, although U.S. pharmaceutical manufacturers primarily 
focus on their domestic markets (Tarabusi and Vickery, 1998), the US is still the 5th largest 
pharmaceuticals exporting country in the world (Workman, 2016). Due to the effective facilitation of the 
Free Trade Agreement between Bahrain and US (Katzman, 2010), the US has now become the largest 
source of pharmaceutical import source for the Bahrain local market. 
This chapter presents the second case study, which attempts to map and analyze the air freight value 
chain for pharmaceuticals (non-perishable and non-hazardous) from Chicago to Bahrain which is 
facilitated by one of the largest freight forwarding companies in the world, although it admittedly has 
only a small business foothold in Bahrain. The main aim of the case study is to understand how value is 
created by the air freight chain and how it is appropriated by respective chain participants by 
considering which firms are powerful, and what the bases of their power, in terms of critical assets, 
might be.  
This air freight chain, which will be analyzed in some detail in this chapter, shares two noticeable 
similarities with the fresh produce chain from Thailand described in the preceding chapter. First, 
although the pharmaceuticals discussed in this chapter are not highly perishable in nature, they still 
have strict requirements of temperature control. As a consequence, the performance of the supply 
chain in terms of quality (time and temperature control en route) is very much the focus of any buyers’ 
selection criteria (Falsini et al., 2012). Second, the buyers in those two trades share some similar control 
characteristics, since both are heavily regulated by various local authorities and are license-based in 
Bahrain. Therefore, this chapter has been able to omit some analytical reasoning and explanations to 
avoid unnecessary repetition with the preceding chapter. 
This chapter comprises five sections: after this brief introduction (9.1), the second section (9.2) will 
provide detailed insights into the air freight chain, including chain definition, structure and dynamics; 
(9.3) will discuss and analyze contractual, pricing and value relationships existing in the freight chain in 
order to lay the analytical foundations for later analysis; (9.4) will statistically test whether the freight 
forwarders deliver value to the importers; (9.5) will presents a step-by-step value chain analysis to 




determine the dyadic power relationships as well as to establish the power regime of the chain; and 
(9.6) will present the case summary. 
9.2 Chain definition, structure and dynamics  
9.2.1 The characteristics of the local retail market for pharmaceuticals from the US 
Bahrain is completely dependent on imports of medicines and medical equipment from overseas (U.S., 
2016). The local retail market for pharmaceuticals from US is deemed to be a premium market 
attributable to one main factor; the US-made items are facing strong challenges from their competitors 
from Asia and Europe, as one of the informants (the purchasing manager of a Bahrain-based trading 
company specialized in medicines from US) explained: 
Our business is not good these days because of too much competition out there in the market… 
On one hand, those copy products (generic drugs) from Asia, especially India, are very cheap 
although they are not very effective but take away the lower end of the market. For example, 
some hospitals, (of which the main customers are low-income population), prefer to buy those 
generic drugs because these drugs are simply affordable… On the other hand, in the high-end 
market, our products are also facing fierce competitions from those European products… Luckily, 
there is FTA (between Bahrain and US) in place allowing us to pay lower tax … even so, we are 
concentrating on only a handful of special categories, of which U.S. products hold exclusive 
patents … 
Consequently, these US-made medicines are charged at a premium. According to the survey results 
among the informants from three local pharmaceuticals trading companies, the end consumers of these 
medicines are the patients who frequent high-end hospitals, such as Bahrain Specialist Hospital, King 
Hamad University Hospital and the BDF Private Hospital. 
9.2.2 Process mapping the air freight chain for pharmaceuticals from the US 
Similar to Figure 7.1 in Part A, Figure 9.1 was initially prepared based on the information collected from 
the interview with the Operations Manager of BF3. The figure indicates the pattern of functional 
structure and physical cargo flow existing in the air freight chain, of which the shapes (oval and 
rectangle shapes) covered by the rectangular shaded box represents the parties that make up the 
functional air freight chains.  





Figure 9.1. The import air freight chain in a classic view (US Pharmaceuticals, 2014) 
 
The import air freight chain, in this particular context, is conceptualized as a set of key activities, by 
which the Pharmaceutical products are transported as air freight into a modest number (30 to 40 
actively trading operations according to the company registry of Bahrain Chambers of Commerce and 
Industry) of buyers based in Bahrain. 
Pharmaceutical Manufacturers in Illinois, US: Illinois is traditionally a manufacturing center for both 
pharmaceuticals, medical equipment and other supplies (Hoffman, 2007). There are over 30 large 
pharmaceutical companies locating their manufacturing campuses in and around the Chicago area. In 
this particular air freight chain, the manufacturers only quote their products in EXW terms, which means 
the buyers need to arrange all matters relating to transport and export, partially because the volume of 
the orders from Bahrain is quite small. 




AF3 as the sending agent: AF3, in this case study, picks up the shipments from the manufacturers. The 
key activity undertaken by the freight forwarders at this stage of the air freight chain is to process and 
handle the shipments in accordance with the various airlines’ regulatory requirements in preparation for 
the air transportation to the consignees in Bahrain. For the Pharmaceutical shipments export to Bahrain, 
there are some extra documentations required by Bahrain National Health Regulatory Authority (NHRA), 
in lieu of common import documents (certificate of origin, commercial invoice, manifest and air 
waybills), including the FDA Export Certificate, Health Certificate and Summary report of products 
information, which need to be prepared by the manufacturers and arranged and prepared by the freight 
forwarders.  
Airport handling operations in Chicago’s O’Hare Airport (ORD): CTO operations and ramp operations are 
very similar around the world and adhere to a similar set of standards due to the similarity of rules 
adopted by Civil Aviation Authority of different countries. The airport services in ORD airport are highly 
competitive. There are six airport services agents in ORD airport, including international operators like 
Menzies Aviation Chicago and Swissport, and domestic operators like Airport Terminal Services (ATS), 
Alliance Ground International (AGI), Flight Services & Systems (FSS) and Total Airport Services (TAS). In 
this case, AGI is the main services provider in this case study, as it services both Qatar Airways at the 
ORD airport. 
Airlines Cargo Division: In this case study, the same three Middle East based airlines, Emirates, Qatar and 
Etihad, also provide air freight service from ORD to BAH as was detailed in section 5.3.3. Qatar airways 
cargo, again like on the other two routes, normally offers the lowest freight rates. Whilst Qatar Airways 
Cargo operates as a cost leader, Emirates Skycargo, to the contrary, acts as a premium services provider 
that offers the state-of-art cold chain services, but they do charge a premium for the service. However, 
the products we focused in this chain are not perishable medical products, therefore Qatar Airways is 
the primary carrier in this chain. 
Airport handling operations in Bahrain International airport: As we have discussed in the last chapter, 
BAS (Bahrain Airport Services) is the only airport handling agent operating in the Bahrain International 
Airport.  
BF3: Based on the in-depth interview with BF3’s Operations manager, BF3 is part of AF3’s global 
forwarding networks and is treated as a sister company of the aforementioned global forwarding 




company. BF3 performs the duties as a normal receiving agent, which is no different to other receiving 
agents in the country, and organizes and facilitates the air freight chain from Chicago. 
Importer/ traders: the main activity performed by the importers or traders in Bahrain is the marketing 
and promotion of imported products. In most cases, these importers are small scale medical suppliers 
that only specialize in a few medical drug categories. In general, they are the users of the air freight 
chain facilitated by BF3. Markedly, BF3 services more than 20 medical suppliers or distributors in 
Bahrain. 
 
9.3 Contractual, pricing and value relationships  
9.3.1 Contractual relationships and chain structure 
 
Figure 9.2. Dyadic relationships in the air freight chain from Chicago to Bahrain 
Figure 9.2 indicates the dyadic relationships in the air freight chain from Chicago to Bahrain. Similar to 
Figure 6.2 and Figure 8.2, Figure 9.2 also illustrates not only the pattern or network of contractual 
relationships existing in the chain, but also the operational relationships in the air freight chains.  





Figure 9.3. Cash flows in the air freight chain from Chicago to Bahrain  
 
By focusing on the sets of contractual relationships in Figure 9.3, a few notable differences can be 
observed among the various relationships. Note that the importers (the medical suppliers) in this case 
study, are all small-to-medium sized traders who import medical shipments from Chicago on a regular 
but erratic basis. In contrast, the relationships between BF3 and AF3 are very cooperative due to the 
fact that they are sister companies, albeit they are separate commercial entities. In this case study, 
Qatar Airways is again the most frequently used carrier rather than Emirates Skycargo for the medical 
shipments from Chicago to Bahrain largely because the importers are very cost conscious, and Qatar 
Airways Cargo generally offer most competitive rates for this route. The contractual relationships 
between airlines’ cargo divisions and airport services agents in this case study are very stable. 
Importantly, the dyadic relationships are the only relationships that are based on both contractual 
exchange and operations. 
As done previously, we removed the operational linkages in Figure 9.3 in order to have a more focused 
view on the essential contractual relationships. The network of the contractual relationships is not linear 




but rather like a tree branch shape as shown in Figure 7.9 (a modification and rearrangement of Figure 
9.3), which means the value, sequentially created by each chain participant along the physical cargo flow, 
is not being distributed in a same order.  
 
Figure 9.4. Various roles in the air freight chain from Chicago to Bahrain 
 
Furthermore, by closely studying how each chain participant operates and the services that they are 
offered, we can further categorize the chain participants into two groups as shown in Figure 7.9. These 
are (i) the core providers, which are airlines’ cargo divisions along with airport service agents from both 
the origin and destination, and (ii) freight forwarders from both ends that act not only primarily as 
intermediaries collectively between airlines and importers but are also providers of value-added services.  




9.3.2 Pricing policies and strategies of airlines and freight forwarders 
As shown in Figure 9.2, there are four formal contractual relationships, which are indeed four sets of 
buyer-supplier dyadic relationships. This subsection discusses the pricing policies and strategies that the 
various chain participants adopt. 
BF3’s pricing policies and strategies in importer-BF3 dyadic relationships: 
BF3, like most other freight forwarders in the industry, adopts cost-plus pricing as its pricing strategy. In 
this case, BF3 routinely updates the prices of the bundled air freight services (mostly as a door-to-door 
service) to its customers. The reason why BF3 adopts such pricing strategy is because the market is quite 
transparent in terms of price, and customers usually compare prices among several freight forwarders. 
As BF3’ Operations Manager commented: 
Most of our clients in this trade are regular customers and have been with us for quite a few 
years at least. Therefore, our customers would just send us an email simply state the quantities 
and the expected time of availability at the place of origin, we then just go ahead arrange the 
shipments to be sent from Chicago by our sister company, AF3. We send the invoice once the 
shipments arrive at our warehouse or even after we deliver the shipments to our customers … we 
only notify our customers if there are some significant changes in prices. 
Furthermore, those importers are deemed to be important customers and bring moderate volume of 
business to BF3, and as the same manager stated: 
… they are certainly not our most important customers, although we don’t make massive 
margins from their business, but still half-decent … the volume of each shipment is not great, but 
their shipments come in all the time, sometimes can be three to four times a week … overall, we 
nevertheless make quite a bit of money from them … 
By and large, the contractual relationships between these two parties can be best described as 
somewhat transactional, and there are normally no formal contracts that appear between the two 
parties. Interestingly, this manager explains the reason behind this transactional relation: 




… in general, they are the kind of customers that are nice to have ... I don't really think all of 
them deal with us exclusively as some of them come and go … if we lose one or two of them, it 
would certainly not be the end of the world … 
Profit sharing agreement between BF3 and AF3: 
According to the same BF3 manager, BF3 keeps a long-term cooperative relationship with all the AF3’s 
other sister branches around the world. This includes AF3, which is evidenced in the group website 
where BF3 is shown as one of the forwarding group’s branches in Bahrain. Evidently, they also follow a 
50/50 principle to split profits between the two parties. 
Airlines’ pricing strategies at ORD airport in Chicago: 
Airlines adopt similar pricing strategies throughout their network of destinations. Evidently, there are no 
major differences in the practice among operations in China, Thailand and US.  
In general, similar to the two previous cases, there are no formal contractual relationships between the 
airlines and the freight forwarders. Nevertheless, both parties still manage to keep a long-term 
cooperative relationship, within which the airlines give the freight forwarders wholesale rates that are 
updated monthly. 
Airport services agents’ pricing strategies applied to airlines and to freight forwarders 
Due to the universality of the service and operating standards, as was argued in the last chapter, the 
airport services agents in ORD airport adopt more-or-less similar pricing strategies as others in the world. 
  




9.4 Determination of whether the freight forwarders deliver value to the importers 
In this case study, Sample 1 as shown in Table 9.1, gives the prices of 20 randomly selected medical 
product shipments based on door-to-door services arranged by BF3 for 13 different importers in Bahrain. 
These figures are compared with the Sample 2, where the prices are hypothetically calculated based on 
the same 20 shipments if the same importers had chosen to make their own logistics arrangements 
directly with airlines and the other logistics providers. In this case, the differences between two samples 
are obvious, therefore there is no need to run a t-test to determine which sample of the two is greater. 




Actual charges to 
customers
Estimated costs 
of the shipment Difference
1 1170.7 1972.05 801.35
2 784.8 1024.2 239.4
3 626.5 779.25 152.75
4 802.9 1130.7 327.8
5 711.6 949.65 238.05
6 696.61 907.05 210.44
7 985 1609.95 624.95
8 694.8 917.7 222.9
9 805.05 1120.05 315
10 1166.8 2067.9 901.1
11 1065.25 1737.75 672.5
12 815.5 1162.65 347.15
13 830.24 1237.2 406.96
14 1471.87 2760.15 1288.28
15 694.5 885.75 191.25
16 697.6 896.4 198.8
17 836.4 1152 315.6
18 815.06 1120.05 304.99
19 860.5 1258.5 398
20 890.89 1333.05 442.16




9.5 Definition of the power relationships in the air freight chains  
9.5.1 Who captures the value? – the value chain analysis 
Having established an understanding of the structure and dynamics of the air freight chain, we may now 
turn our attention to the flow of value that is streaming from the importers to various chain participants 
via various routes and sub-routes. There are two important tasks to be completed in this sub-section. 
The first task is to document the profit margin being earned by each participant sequentially, and 
second task is to ascertain the share of the total gross profit margins of the chain captured by each chain 
participant. The data presented in this sub-section is based on the case interviews, and supported, 
where possible, by other industry body and government reports. 
Not surprisingly, like the situation of the previous two cases, the freight forwarders in this case study 
from both ends of the chain also capture the most value among the chain participants. This also means 
that airlines are significantly disadvantaged in their attempts to capture value in the chain because of 
the involvement of the freight forwarders, particularly if we compare this situation with the scenario 
where importers deal with the airlines directly and arrange the local carriage by themselves.   
Table 9.2. Average revenue and gross profit margins (per KG) in the value chain from ORD to BAH 
 
Source: Estimation based on comprehensive survey of annual industry report and interview data 
 
9.5.2 Gross profit margins of each chain participant 
Table 9.2 shows the revenue that each chain participant earns, together with their gross profit margin, 
in addition to how the gross profit margins on the airport-to-airport service in the value chain from 
Bangkok to Bahrain are being distributed among the participants. More importantly, as shown in Table 
9.2, the final price that is charged to the importers is $5.5 per kg for the air freight, while the cost of air 
　 BF3 UF3 Airlines (QR) BAS Airport Handling in Chicago
Price per KG each chain 
participant charges ($) 5.5 4.38 3.2 0.05 0.05
Gross margin each chain 
participant earns ($) 1.07 1.15 0.55 0.05 0.03
Gross margin each chain 
participant earns (%) 24.43% 35.94% 23.40% 8 - 9% 7%
Typical distribution of gross 
margin among the chain 
participants  (%) 37.54% 40.35% 19.30% 1.75% 1.05%




freight (airlines) is $2.65 per kg（$0.65 per kg direct operating costs and $2 administrative cost per kg). 
This was calculated with the same methodology as discussed in Chapter 6. Thus, we can determine that 
the total gross profit margin, which is made by the entire air freight chain (collective efforts by all the 
chain participants), is $2.85 per kg. 
BF3 
As shown in Table 9.2, the absolute gross profit margins earned by BF3, are quite moderate (24.43%), 
but they represent a considerable 37.54 per cent of the total value chain. Although the share of the 
overall gross margins captured by BF3 is not the largest among all participants, considering that BF3 
requires very modest capital investment to be equipped to provide its customers with the value-added 
services to be in a position to offer the importers these bundled services, the margin that BF3 generally 
earns is quite substantial.  
AF3 
As shown in Table 9.2, AF3 earns a gross profit margin about 35.94 per cent on average and captures a 
remarkable share (40.35%) of the total air freight chain margin, which is the largest share among all 
chain participants.  
The Airlines (Qatar Airways Cargo) 
As shown in Table 9.2, in contrast to the freight forwarders’ lion’s share of the total gross margin and 
relatively high profitability, the airlines capture a modest share of the total chain margin (19.3%), and 
they make a moderate 23.40 per cent gross profit margin on their airport-to-airport freight services.  
Airport Service Agents (AGI) 
Markedly, different from all the airport services agents discussed before, AGI has quite a few 
competitors in the ORD airport. Qatar Airways Cargo is operating in a far better position in ORD airport 
than any of the aforementioned airports. According to Table 9.2, AGI earns a comfortable and healthy 
gross, yet modest, profit margin of 7 per cent, which is, nevertheless, significantly less than any other 
airport agents operating in other airports.  
In general, what the case study evidence reveals, which is consistent with the first case study, that the 
dominant participants in the chain are BF3 and AF3, the freight forwarders, who can charge a price for 




their services that earn them an above average gross profit margin compared with the margin captured 
by other chain participants.  
9.5.3 Power relationships and construction of Power regimes 
Figure 7.5 illustrates the landscape of value contestation among the chain participants in a particular 
type of network model named ‘power regime’ by Cox (1997), which is theoretically constructed on the 
basis of the power relationships existing in each dyad. As shown in Figure 7.5, A represents the 
importers in Bahrain; B represents BF3; C represents AF3; D represents airlines; E represents BAS; and F 
represents AGI. 
 
Figure 9.5. The power regime of the pharmaceuticals air freight chain from Chicago to Bahrain 
 
The importers and BF3 (A and B) 
The same methodology, as we discussed in Chapter 6, was applied here to determine the power 
relationship in this case. Given that the TACT rate from Chicago to Bahrain is $10.65 per kg, the total 
contested value is $6.27 per kg ($10.65 minus $4.38). In this case, as shown in Table 9.2, BF3 earns a 
moderate $1.12 per kg gross profit margin on arranging the airport-to-airport services, whilst the 
importers receive a whopping $5.15 per kg saving, which far exceeds the moderate margin earned by 
BF3. Therefore, the relationship can be classified as Buyer dominance (A > B) as shown in Figure 7.9. 
 
 




Table 9.3. Power attributes of the power relationship between BF3 and the importers 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) Medium (number) low (peer competition) 
Number of suppliers (peer competition) Medium (number) High (peer competition) 
Buyer’s market share Low to medium 
Supplier’s market share Medium 
Buyer’s switching costs Low 
Supplier’s switching costs Low  
Attractiveness of account to counter party Medium (buyer to supplier) Low (supplier to 
buyer) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (High) 
Buyer’s search costs Low 
Supplier’s information asymmetry advantage Low to medium 
Source: Comprehensive survey of annual industry report and interview data 
 
BF3 and AF3 (B and C) 
The fact that BF3 and AF3 both belong to the same forwarding network means that none of the 10 
power attributes are applicable to the relationship between these two parties. As shown in Table 9.2, 
AF3 earns a very reasonable $1.18 per kg gross profit margin on the services (for arranging the 
transportation), whilst BF3 nominally earns $1.12 per kg, which is marginally less than what AF3 earns 
($1.18 per kg) and can be overlooked. That is to say, the relationship between these two is an equal one. 
Based on the analysis above, the exchange relationship between BF3 (B) and AF3 (C) are represented in 
Figure 9.5 as (B = C).  
AF3 and Qatar Airways Cargo (C and D) 
As shown in Table 9.2, although the airlines operating on the route make a respectable 23.40 per cent 
gross profit margin on the air freight services that they provide. However, they only manage to capture a 
mere 18.77 per cent share of the total chain value. In this case, according to Table 9.2, the airlines’ gross 
profit margin is only US $0.55 per kg, which is very modest compared with US $1.18 per kg that AF3 can 
make. Consequently, it appears that the freight forwarders possess critical assets, and can exert power 
over the airlines. 




Table 9.4. Power attributes of the power relationship between AF3 and Qatar Airways Cargo 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) High (Number) Low to medium (peer competition) 
Number of suppliers (peer competition) Low (Number) High (peer competition) 
Buyer’s market share Medium to high 
Supplier’s market share Medium  
Buyer’s switching costs Very low 
Supplier’s switching costs Very low 
Attractiveness of account to counter party Medium (supplier to buyer) Very high (buyer to 
supplier) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (Very high) 
Buyer’s search costs Very low 
Supplier’s information asymmetry advantage Very low 
Source: Comprehensive survey of annual industry report and interview data 
Based on the analysis above, the exchange relationships between AF3 (C) and Qatar Airways Cargo (D) is 
represented in Figure 9.5 as (C > D), which means that the firms engaged in such relationships are 
classified as buyer-dominant.  
Airlines and the airport services agents (D and F) 
The relationship between D and E has been thoroughly discussed and analyzed in the first case study. In 
this case, we only focus on the relationship between D and F. The relationship is quite different from 
other comparable relationships discussed in the previous two cases. Basically, in the ORD airport, there 
are seven airport services providers that actively compete for business, hence the competition among 
these operators are fierce. Therefore, the airlines enjoy the upper hand in contract negotiations with 
various services providers and can pitch them against each other to get the lowest quote possible with 
maximum benefits. 
The exchange relationship between airlines (D) and the airport services agents (F), is represented in 












Table 9.5. Power attributes of the power relationship between AGI and airlines 
Power Attributes: Rating Scale: 
Number of buyers (peer competition) Medium (number) Low (peer competition) 
Number of suppliers (peer competition) Low (number) Medium to high (peer competition) 
Buyer’s market share Low to medium 
Supplier’s market share Medium to high 
Buyer’s switching costs Low 
Supplier’s switching costs Low 
Attractiveness of account to counter party High (buyer to supplier) Low (supplier to buyer) 
Supplier’s product/service offering (unique or 
standardized) 
Standardized (high) 
Buyer’s search costs Low 
Supplier’s information asymmetry advantage Low 
Source: Comprehensive survey of annual industry report and interview data 
Overall, based on Figure 9.5, the freight forwarders (BF3 along with AF3) can exert power over the 
airlines, who are thus forced to settle for significantly less gross profit margin. This is evidenced by the 
amount of service charge per turn-over ($1500) which is significantly less than the prevailing rates 
($2000 - $2500) in other parts of the world. 
9.5.4 Determination of ‘critical assets’ in the dyadic relationships 
After successfully determining the power relationship of each dyad in the air freight chain, it is 
absolutely imperative to then determine the existence of ‘critical assets’ in the dyadic relationships in 
the chain in order to obtain a thorough understanding of the following questions: (a) from where does 
the power derive its source? (or rather, what is the ‘critical asset’ that defines the power relationship); 
and (b) how does the ‘critical asset’ take effect in each power relationship in the chain? 
The importers and BF3 
As discussed in subsection 7.7.3, the power relationship between the importers and BF3 is defined as 
Buyer dominance. Such power relationship has direct influence on how both parties choose to form and 
maintain their contractual relationship, given that there is no formal contract existing between them.  
According to the in-depth assessment by the Operations Manager of BF3 as a supplier in the relationship, 
we found only one of the 10 aforementioned attributes potentially strengthens BF3’s position in 




negotiations with its buyers; this is the buyer’s market share. Clearly, there is no such need to run a 
pairwise comparison to rank them. This is not a desirable relationship, as the manager explains: 
We don’t really like the situation … given the fact that the volume of the business that the buyers 
have each individually is the only factor that keeps us (BF3) from being totally dictated in the 
price negotiations with them … sometimes I get phone calls from them saying that they have 
shipments from the States and company A offered X amount for the job, would you go lower if 
we give you the business? 
This result, therefore, indicates that there is no dominating attribute that may enable BF3 to obtain a 
rent and lock the importers in the relationship. Therefore, we conclude that BF3 possesses no critical 
assets to allow it to hold power over the importers. 
Similarly, based on the detailed assessment by one of BF3’s regular customers as a buyer in the 
relationship, four power attributes that are either insignificant or adverse were also precluded, which 
are buyer’s market share, supplier’s market share, supplier’s switching costs, and attractiveness of 
account to counter party. Based on the findings of pairwise comparison exercise conducted on the 
consultancy of the importer, a pairwise comparison matrix is subsequently calculated and constructed 
as shown in Table 9.6. The results are acceptable because the CR (consistency ratio) is 0.055, which is 
smaller than 0.1. 
As shown in Table 9.6, the largest value in the priority weight is the most important power attribute, 
which is, in this case, the number of buyers (peer competition) (50.2%) followed by the supplier’s 
product/service offering (unique or standardized, at 24%). The rest of the attributes are all below 10 per 
cent weightings. The results of the pair-wise comparison indicate that the buyers can obtain the upper-
hand in price negotiations with BF3 by leveraging heavily on the peer competition among the freight 
forwarders. Therefore, we conclude that the importer possesses one significant critical asset (the 
number of buyers) to allow them hold power over its supplier (BF3). 




Table 9.6. Pairwise comparison matrix (importers on BF3) and the results 
 
In conclusion, based on the surveys of both BF3 and one of its importers, the importers have power over 
BF3 to drive the air freight rates down. 
BF3 and AF3 (B and C) 
As we previously discussed in subsection 7.7.3, the power relationship between BF3 and AF3 is 
predominantly determined by the understanding that both companies belong to the same group rather 
than being determined by any of the power attributes, and therefore it is defined as being 
interdependent. Hence, the pair-wise comparison is not applicable here. 
AF3 and Qatar Airways Cargo ORD 
As we previously discussed in subsection 7.7.3, the power relationship between AF3 and Qatar Airways 
Cargo is defined as buyer dominant. Such a power relationship has direct influence on how both parties 
choose to form and maintain their contractual relationship, in which there is no formal long-term 
contract but a monthly updated wholesale rate offered by the airlines to the freight forwarders. We 
argue that by providing a discounted rate, which is updated monthly, the airlines are in a form of de 
facto long-term contractual relationship with the freight forwarders. 
According to the assessment provided by the Air Cargo Sales Manager of Qatar Airways Chicago as a 
supplier via several email responses, we also successfully preclude six mostly insignificant and/ or 
adverse power attributes, which are number of suppliers (peer competition), supplier’s product/service 
offering (unique or standardized), buyer’s search cost, buyer’s switching cost, supplier’s information 
asymmetry advantage and buyer’s market share. Based on the findings of the pairwise comparison 














Buyer’s search costs Priority weight Lambda CI RI CR
Buyer’s switching costs
1 1 1/7 1/5 1 2 7.2% 6.344 0.069 1.24 0.055
Number of suppliers 
(peer competition)
1 1 1/8 1/6 1 1 5.9%
Number of buyers (peer 




5 6 1/4 1 3 4 24.0%
Supplier’s information 
asymmetry advantage 1 1 1/6 1/3 1 1 6.8%
Buyer’s search costs








calculated and constructed as shown in Table 9.7. The results are acceptable because the CR 
(consistence ratio) is 0.021, which is smaller than 0.1. 
As shown in Table 9.7, the largest value in the priority weight is the most important criterion, which is 
the supplier’s market share (41.2%). This is closely followed by the attractiveness of account to counter 
party (31.4%); the remaining two attributes are both below 15 per cent. This result clearly indicates that 
there is at least one dominating attribute, but perhaps two, that may strengthen Qatar Cargo’s position 
in price negotiations with AF3. When we asked the manager to further clarify to what extent he feel 
empowered by those two power attributes, he reiterated: 
I am not here suggesting that we could gain any leverage on the forwarders because of those 
two factors. If the forwarders push too hard in negotiation, we can at least say “look, you know 
our rates are most competitive among the carriers operating on this particular route and we 
have a very good reputation in terms of quality of our services … this price is the best we can do. 
Take it or leave it ...”  
Table 9.7. Pairwise comparison matrix (Qatar airways on AF3) and the results 
 
On reflection, it seems that these two power attributes of the relationship alone are not sufficient to 
allow Qatar Airways Cargo to earn a rent.  Therefore, we conclude that Qatar Airways possesses no 
critical assets to allow it to hold power over AF3. 









Priority weight Lambda CI RI CR
Number of buyers 
(peer competition) 1 1/3 1/2 1 14.1% 4.056 0.018 0.900 0.021
Supplier's market 
share 3 1 1 4 41.2%
Attractiveness of 
account to counter 
party 2 1 1 2 31.4%
Supplier’s 
switching costs 1 1/4 1/2 1 13.3%
Criteria
ResultsPairwise comparison matrix




Table 9.8. Pairwise comparison matrix (AF3 on Qatar Cargo) and the results 
 
Similarly, according to the in-depth assessment by the Operations Manager of AF3 as a buyer in the 
relationship, four power attributes were precluded, which are number of buyers (peer competition), 
buyer’s market share, supplier’s market share and supplier’s switching costs. Based on the findings of the 
pairwise comparison excise conducted in consultancy with AF3, another pairwise comparison matrix was 
subsequently calculated and constructed as shown in Table 9.8. The results are acceptable because the 
CR (consistence ratio) is 0.029, which is smaller than 0.1. 
As shown in Table 9.8, the largest value in the priority weight is the most important criterion, which is 
the number of suppliers (peer competition) (46.4%) followed by the buyer’s switching costs (27.8%); the 
remainders are all below 10 per cent. This result strongly indicates that there is one clear dominating 
attribute that may enable AF3 to negotiate a better price against Qatar Airways Cargo. When we asked 
the manager to clarify to what extent the second most important power attribute (the buyer’s switching 
costs) simultaneously impacts on their relationship, she explained: 
Obviously, we are fully aware of the competitiveness among all the carriers, and we are trying to 
take full advantages of this situation ... In addition, the fact that it virtually costs us nothing to 
switch among different carriers enables us to walk away or at least threat to do so if we don’t 
feel the deal is good enough for us, which provides us extra leverage on the carriers ... 
Therefore, we conclude that the critical assets that AF3 possesses are the number of suppliers (peer 
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1 7 2 7 7 8 46.4% 6.182 0.036 1.24 0.029
supplier’s 
product/service 
offering (unique or 
standardized)
1/7 1 1/5 2 1 1 7.1%
buyer’s switching 
costs
1/2 5 1 5 4 5 27.8%
attractiveness of  
account to counter 
party 
1/7 1/2 1/5 1 1 2 6.5%
buyer’s search 




advantage 1/8 1 1/5 1/2 1/2 1 4.9%
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Cargo and AF3, AF3 holds critical assets over Qatar Airways Cargo and can exert power to shape the 
exchange relationship.   
Airlines and the airport services agents (Qatar Airways and AGI) 
We decided here to only observe the relationship between AGI and Qatar airways, because the 
relationship between BAS and the airlines has been thoroughly analyzed in Chapter 6. 
As discussed in subsection 9.5.3, the power relationship between AGI and Qatar Airways is defined as 
buyer dominance. Such a power relationship has direct influence on how both parties choose to form 
and maintain their contractual relationship, in which there is a formal long-term contract between the 
two parties.  
According to the assessment provided by the Operations Manager of AGI as a supplier, we found that 
only two of the ten power attributes listed in Table 9.5, which are the buyer’s market share and the 
supplier’s market share, are positive in strengthening AGI’s position in the negotiation against Qatar 
Airways. Thus, we simply compared these two attributes and found that the buyer’s market share is 
marginally more important than the supplier’s market share in price negotiation, as the AGI manager 
elaborated: 
We don’t really have an effective strategy to deal with the carriers, and the best we can do is to 
keep them happy ... we would stress that Qatar Airways only runs one flight a day whilst the big 
four American airlines have much more flights ... we also will let them know that we are the 
largest service provider in ORD airport ... 
Therefore, we conclude that AGI possesses no critical assets over Qatar Airways. 
According to the assessment provided by the Qatar Airways Chicago via email as a buyer, we preclude 
four mostly insignificant and/ or adverse power attributes, which are number of buyers (peer 
competition), buyer’s market share, supplier’ switching costs and supplier’s market share. Based on the 
findings of the pairwise comparison exercise conducted with Qatar Airways Cargo division, a pairwise 
comparison matrix is subsequently calculated and constructed as shown in Table 9.9. The results are 
acceptable because the CR (consistence ratio) is 0.054, which is smaller than 0.1. 




Table 9.9. Pairwise comparison matrix (Qatar on AGI) and the results 
 
As shown in Table 9.9, the largest value in the priority weight is the most important criterion, which is 
the attractiveness of the account to a counter party (44.5%); that is followed by the number of suppliers 
(peer competition) (21.9%). The rest of the attributes are all below 15 per cent. This result strongly 
indicates that there are two clear dominating attributes that may enable Qatar Airways to negotiate a 
very good price against AGI. Therefore, we conclude that Qatar Airways possesses two critical assets 
that enable to lock AGI in a less favorable long-term contract. 
 
9.6 Case summary 
We can draw one extra general observation from this case study in addition to the conclusions which 
were drawn in Chapter 7 and 8, which is that it seems all three air freight chains are strikingly similar to 
each other in terms of chain structure and dynamics.  
This chapter has presented the last case study carried out on the import air freight chain to Bahrain; the 
air freight chains for non-perishable pharmaceuticals from Chicago to Bahrain. The following chapter 
(Chapter 10) will take the insights provided by all three case studies as input and examine the underlying 
patterns or mechanism of how aspects of power relationships impact on the dynamics of the air freight 
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Chapter 10 The empirical findings: comparing and contrasting all three inbound air freight chains 
to Bahrain 
10.1 Introduction  
The four previous chapters presented the details of three in-depth case studies, and this chapter will 
attempt to obtain insights, based on these studies, into how freight forwarders operate by comparing 
and contrasting the empirical findings from the three cases. Importantly, the chapter identifies the 
freight forwarders’ strategies and tactics, their leverages in various dyadic relationships, and their 
relationship alignment as buyers and suppliers operating in the air freight chains. This chapter will then 
use the empirical findings as input to tentatively explain the reasons of the freight forwarders’ 
dominance in the air freight chains. 
This chapter comprises five sections: after this brief introduction, section 10.2 will compare and contrast 
the findings of the three case studies in terms of chain structure and power relationships; section 10.3 
will appraise the market stability and instability in the air freight chain based on the preceding analyses; 
section 10.4 will draw insights into the role of freight forwarders from the empirical findings; and section 
10.5 will present the chapter summary. 
 
10.2 An overview of the evidence from three cases 
10.2.1 A quick glance at the three chains 
Detailed case study analysis in the previous two chapters has provided us with insights into the 
relational dynamics and structure of the three distinctive, yet cognate air freight chains, discussed in this 
thesis. From Figure 10.1, we can clearly see that the chain structures are exactly the same across three 
different case studies that were analyzed in the previous chapters. In addition, the analysis has also first 
identified how value created by the chains is distributed among all the chain participants, and is later 
defined by the underlying power relationships that impact on the capability of value appropriation by 
each chain participant. Figure 10.2 provides an intuitive basis for analyzing the fundamental similarities 
and differences existing across the three air freight chains.  





Figure 10.1. The structure of the three air freight chains 
 
Figure 10.2, together with the other figures describing power regimes in the previous two chapters, 
details the existence of the contractual relationships and the sequential way that value is being 
distributed in the chains. Note that in Figure 10.1, A refers to the consignees/importers; B refers to the 
local freight forwarders in Bahrain; C refers to the sending freight forwarders at the origins of exporters, 
D refers to the carriers; E refers to the airport service agents in Bahrain; and F refers to the airport 
services agents at the airports of origin. 
 





Figure 10.2. The power regimes of the three inbound air freight chains to Bahrain 
 
10.2.2 Similarities and differences between the three chains in terms of power 
Figure 10.1 indicates that structural and relational patterns of three chains are strikingly similar. In this 
subsection, we will compare and contrast the power dynamics of each dyadic exchange relationship in 
the chains in order to determine if there are any underlying patterns of interest. 
 Relationships between importers and the local freight forwarders (A and B) 
In all three cases, the relationships between importers and the local freight forwarders in Bahrain are 
quite different. Table 10.1 shows the nature of the power relationships in the three different case 
studies, whilst Table 10.2 shows the critical asset(s) held by both sides. 




Table 10.1. Relationships between the importers and the local freight forwarders 
 
In the first case study, the contractual exchange relationship is defined as independent (Table 10.1). Due 
to the highly standardized nature of the service offerings by the freight forwarder (B) and the intense 
peer competition among the forwarders, the importers (A) are therefore able to switch suppliers with 
ease and with very little cost in such a highly commoditized and contested market. However, the 
individual buyer’s (A) volume of businesses is too small to lock the supplier (B) in a relationship that is 
favorable to the buyer but adverse to the supplier. Conversely, from the supplier’s perspective, the 
buyers’ accounts are not attractive enough for it to put structures in place to keep the account. 
Therefore, as shown in Table 10.2, neither party possesses any critical assets in this independent 
relationship.  
In the second case, the contractual exchange relationship is defined as interdependent (Table 10.1). Due 
to the specialized nature of the service offerings by the freight forwarder (B), the importers (A) may still 
be able to switch suppliers with relative ease, but certainly not without reluctance, because these 
importers (A) need to have a consistently reliable service with a guarantee of continuity. Therefore, 
whilst the supplier (B) can partially lock the buyers (A) into the relationship, it is only on equal terms due 
to the strong competition from several other freight forwarders who are also vying for the relative large 
volume of the business from the buyers. This situation could be viewed as both parties having leverage 
on each other to prevent the total dominance from the counterparty, and this balance leads to mutual 
cooperation and encourages each side to remain in the relationship. Therefore, as shown in Table 10.2, 
both parties have critical assets. 
In the third case, the contractual exchange relationship is defined as buyer dominant (Table 10.1). As in 
the first case, the freight forwarder (B) is only required to provide highly standardized service to the 
buyers (A), which means there is a large pool of potential suppliers to choose from; as a consequence, in 
this situation the service supplier (B) possesses no leverage to lock the buyers (A) into the relationship. 
In addition, since the buyers offer large volumes of business and are considered to be lucrative accounts, 
this means there are more peer competitors in the market and they can switch among suppliers with 












a total domination of the buyers which is reflected in Table 10.2. Only the buyer (A) possesses critical 
assets, while the supplier (B) possesses none. 
Table 10.2. Critical asset(s) possessed by the importers and the local freight forwarders 
 
In general, we can note that there are two tentative correlations emerging from the examination of 
these three cases. First, the amount of power that the buyers (A) hold, correlates positively to the 
volume of their business. In other words, the greater the volume of the business that a buyer requires, 
the more power the buyer holds over its supplier. This situation arises is because, by comparing the 
attributes of the buyers (A) in these three cases, their volume of business makes their accounts 
attractive to the suppliers and their peer competitors. Hence, the bigger the buyers’ accounts are, the 
more competition there is for the suppliers to confront and to fend off their competitors. This is 
evidenced in the previous two chapters, as all three informants representing the buyers (A) identified 
the peer competition existing among the suppliers is at least one, if not the, most significant advantages 
they have when negotiating with the suppliers (B). The second correlation is that the more specialized 
service the supplier provides to its buyers, the more power the supplier holds over its buyers. 
Conversely, the more standardized service the supplier offers to its buyers, the less power the supplier 
holds over its buyers. Therefore, the nature of the service offering provided is the most important factor 
in determining whether the supplier can obtain leverage in price negotiation with its buyers. 
Relationships between the freight forwarders in Bahrain and their counterparties at the origin (B and C) 
In all three cases, the relationships between the freight forwarders in Bahrain and their counterparties 
at the origin are the same. Table 10.3 shows the nature of the power relationships in all three case 
studies, whilst Table 10.4 shows the critical asset(s) held by both sides. 
A None B None
A number of suppliers 
(peer competition)
B supplier’s product/ 
service offering






Critical assets possessed by A and B





Table 10.3 Relationships between the freight forwarders 
 
The relationship in all three cases appear to be very cooperative, therefore the contractual exchange 
relationship is defined as ‘interdependent’ as shown in Table 10.3. However, due to the fact that the 
both freight forwarders of the relationships in the second and third case are either the branches of a 
same mother company (Case study 2) or belong to the same network (Case Study 3), only the exchange 
relationship in Case study 1 is a fully commercial one.  
In Case Study 1, although the service offerings by the supplier (C) are highly standardized, coupled with 
the obvious attractiveness of the buyer’s account, the buyer (B) perhaps is not willing to switch between 
suppliers, notwithstanding the ease of so doing, because the buyer (B) needs to have a consistently 
reliable service with a guarantee of continuity. Therefore, the supplier (C) can at least partially lock the 
buyer (B) in the relationships, but only on an equal terms due to the fact that the buyer (B) needs the 
supplier (C) to obtain a good air freight rate from the airlines. This can also be viewed as both parties 
having leverage on each other to prevent the total dominance from the counterparty, and thus keeping 
both sides cooperating and remaining in the relationship. Therefore, as shown in Table 10.4, both 
parties have critical assets. 
Table 10.4. Critical asset(s) possessed by the freight forwarders from both ends  
 
In general, the relationship between the freight forwarders from both ends of the air freight chains in all 
three cases are cooperative ones, because both sides need each other to meet their operational as well 








B attractiveness of the 
account to the 
counter party
C supplier's market 
share
B Not applicable C Not applicable
B Not applicable C Not applicable








Relationships between the freight forwarders and the airlines at the origin (C and D) 
In all three cases, the relationships between the freight forwarders and the airlines at the origin are the 
same. Table 10.5 shows the nature of the power relationships in all three case studies, whilst Table 10.6 
shows the critical asset(s) held by both sides. 
Table 10.5. Relationships between the freight forwarders and the airlines at the origin  
 
The contractual exchange relationship is defined as buyer dominant in all three cases. Furthermore, the 
parties in the relationship across all three cases manage to keep each other at arm’s length.  
Table 10.6. Critical asset(s) possessed by the freight forwarders and the airlines at the origin 
 
In all three cases, the airlines (D) are only required to provide a highly standardized service (airport-to-
airport) to the buyers (C), which means any airlines that are operating on the routes can potentially be 
the suppliers for the buyer. Therefore, the supplier (D) possesses no leverage to lock the buyers (C) into 
the relationships in this case. In addition, since the buyer (C) offers large volumes and stable streams of 
business (not just on the routes to Bahrain), the buyer (C) is considered to be an attractive account by 
many airlines that are also operating on the routes to Bahrain. This means there are more peer 
competitors, which is a characteristic of the overall oversupply of air freight capacities around the world. 
As a result, the buyer (C) can switch among suppliers with ease. Therefore, the buyer (C) can dictate, to 
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buyers in the relationships as reflected in Table 10.6 where only the buyer (C) possesses critical assets, 
while the supplier (D) possesses none.  
In general, the relationship between the freight forwarders in Bahrain and their counterparties at the 
origin, in all three cases, are rather at arm’s length because the terms and conditions of the relationship 
are forced upon the airlines due as a result of the fierce peer competition, compounded by the 
oversupply of the air fright capacities, on the routes to Bahrain. 
Relationships between the airlines and the airport services agents (D and E, D and F) 
Table 10.7. Relationships between the airlines and the airport services agents 
 
Since Qatar Airways actually features in all three cases and BAS is the only airport services agent in 
Bahrain International Airport, the relationship between the airline (D) and the airport services agent in 
Bahrain (D) is the same across all three case studies. As shown in Table 10.7, the exchange contractual 
relationship between D and E is defined as interdependent. In this relationship (D and E), although the 
service offerings by the supplier (E) are highly standardized, coupled with the obvious attractiveness of 
the buyer’s account, the buyer (D) has no option of switching suppliers because there is only one 
supplier (E) that hence has monopolistic power. Therefore, the supplier (E) can unquestionably lock the 
buyer (D) in the relationship, as long as the buyer (D) chooses to keep operating in Bahrain.  
Notwithstanding this situation, the relationship remains only equal terms due to the fact that there is a 
high attractiveness associated with the buyer’s (D) account, and there are subtle risks related to E 
finding a new airline to replace the buyer (D) should the buyer decide to drop Bahrain as a destination. 
This means that both parties have a measure of leverage on each other to prevent the total dominance 
from their counterparty, and this keeps both sides cooperating and remaining in the relationship. 
Therefore, as shown in Table 10.8, both parties have critical assets.  
 
 













Table 10.8. Critical asset(s) possessed by the freight forwarders and the airlines at the origin 
 
Whilst the exchange contractual relationships between the airlines (D) and the airport services agents at 
the origin (F) in all three cases are different, there are some similarities that should not go unrecognized. 
In Case Study 1, the relationship between the supplier (F) and the buyer (D) is defined as interdependent, 
which is exactly same as the relationship between the supplier (E) and the buyer (D) due to the fact that 
both the supplier (F) and the supplier (E) are the only airport services agents at the respective airports. 
These agents enjoy monopolistic power, despite the observation that only highly standardized services 
being offered. As a consequence, the supplier (F) can unquestionably lock the buyer (D) into the 
relationship, as long as the buyer (D) chooses to keep operating from the same airport (in this case, 
Guangzhou). However, this relationship is only on an equal term due to the fact that the high 
attractiveness of the buyer’s (D) account, and the risks related to finding a new airline to replace the 
buyer (D) should the buyer decide to drop Guangzhou as a destination, needs to be constantly kept in 
mind. 
In Case Study 2, the exchange contractual relationship between D and F is defined as interdependent, 
which is the same as in Case Study 1, as the suppliers are only required to provide highly standardized 
services and the buyer’s (D) accounts are highly focused on the suppliers. However, it is significantly 
different to Case Study 1, as the supplier (F), in this case, is not the only airport service provider, but is 
one of the two equivalent services in the airport. Although the service offerings by the supplier (F) are 
highly standardized coupled with the obvious attractiveness of the buyer’s account, the buyer (D) 
perhaps is not willing to switch suppliers, notwithstanding the easiness of doing so, because there are 
only two suppliers in the market and there is no real difference between them in terms of price and 
service offering. Therefore, the supplier (F) can partially lock the buyer (D) in the relationship, but only 
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on equal terms because the buyer’s (D) account is too attractive for the supplier (F) to lose to its peer 
competitor. This can also be viewed as both parties having leverage on each other to prevent the total 
dominance from the counterparty, and thus this situation acts to keep both sides cooperating and 
remaining linked. Therefore, as shown in Table 10.8, both parties have critical assets. 
In Case Study 3, the exchange contractual relationship between D and F is defined as buyer dominant, 
which is different from the previous two cases. This is because the supplier (F) faces real competition in 
a contested airport service market at the ORD airport. In this case, the supplier (F) is only required to 
provide a highly standardized service to the buyers (D), which means any airport service agents that are 
operating at the same airport can potentially be the suppliers for the buyer. As a consequence, the 
supplier (F) possesses no leverage to lock the buyers (D) into firm relationships. In addition, since the 
buyer’s (D) account is deemed to be attractive to all the suppliers, it means that the peer competitions 
for the supplier (F) are fierce. In this situation, the buyer (D) can switch among suppliers with ease. 
Therefore, the buyer (D) can dictate, to certain extent, the terms and conditions of the relationship, 
which leads to a total domination of the buyers which is reflected in Table 10.8, where it is shown that 
only the buyer (D) possesses critical assets while the supplier (F) possesses none.  
In general, the airport service agents are in a weak position in this exchange contractual relationship, 
only obtaining some critical assets through the respective government’s protectionism in the three out 
of the four previously mentioned relationships across the three case studies.   
10.2.3 Levels of value captured by the chain participants in these air freight chains 
As we previously noted in Cox’s proposition regarding supply chains in Chapter 3, ‘supply chains consist 
of a series of dyadic power … and it is the relationships between these dyads that determines the 
distribution of value between the actors participating in the chain’ (Cox, et al., 2002, pp. 218-219). We 
have taken this view further, and applied it in the context of air freight chain. This has led to a postulate 
that the nature of the power in the chain not only determines the distribution of value between the two 
parties in one particular dyad, but also has a knock-on effect on other dyads in the chain. This can 
impact on how value is distributed in chains under the power regimes made up of all the power dyads in 
the chain. In this subsection, we will compare how the value is distributed in the air freight chain of all 
three case studies. 




Table 10.9. Gross margin each chain participant earns (%) 
 
Table 10.9 shows the gross margin that each chain participant is able to obtain from its buyer, which is 
also commensurate with the impact of power on those dyads. However, as we argued previously in 
Chapter 2, we defined the value as the tangible nominal amount of the margin generated collectively by 
all the chain participants in addition to the view that the consignee and the consignor are merely users 
of the chains rather than the participants.  
Table 10.10. Distribution of gross margin among the chain participants (%) 
 
As shown in Table 10.10 in a more direct way, the spread of value captured by the participants are 
relatively consistent across all three cases. It is noted that, although airport services agents only capture 
less than 2% of the value, they directly charge the airlines a fixed amount, which can also be viewed as a 
sunk cost to the airlines, applied at each turnaround. The payments also relate to the services provided 
for the passenger services. Therefore, we focus on how most of the value, created solely by the air 
freight chains, is distributed.  
In general, Table 10.10 summarizes the percentage of chain value captured by each chain participant in 
three different air freight chains, and clearly shows that all the freight forwarders are able to capture 
significantly more value from their respective chains than what the airlines manage to capture across all 







Air freight carrier 
(airlines)
Airport services 
agent in Bahrain 
(BAS)
Airport services 
agent at the 
origin
Case Study 1 31.25% 31.67% 25.53% 8 - 9% 8 - 9%
Case Study 2 28.38% 33.09% 17.02% 8 - 9% 8%
Case Study 3 24.43% 35.94% 23.40% 8 - 9% 7%







Air freight carrier 
(airlines)
Airport services 
agent in Bahrain 
(BAS)
Airport services 
agent at the 
origin
Case Study 1 43.10% 32.76% 20.69% 1.72% 1.72%
Case Study 2 42.86% 37.14% 16.33% 2.04% 1.63%
Case Study 3 37.54% 40.35% 19.30% 1.75% 1.05%
Distribution of gross margin among the chain participants (%)




10.3 Market stability and instability in the air freight chains 
10.3.1 The alignment of the power relationship and relationship outcomes  
There is a question of whether there is stability in the exchange relationships achieved among the 
dyadic chain participants in inbound air freight chains so as to subsequently determine the sustainability 
of the chain. This might be addressed by examining the degree to which power and value relationships 
have led to stability within the chain. Cox et al. (2004) suggested that ‘…most business relationships fail 
because the parties to the exchange do not understand the power circumstances that are in play; do not 
understand the appropriate relationship management strategies to adopt given these circumstances; 
and often have unrealistic and unachievable expectations as a result’ (p.128). Therefore, we argue here 
that the chain sustainability is very much hinged on the sustainability of the dyadic exchange 
relationships, which are, in turn, dependent on the relationship outcomes evolving from those exchange 
relationships.  
 
Figure 10.3. The causes of alignment and misalignment in business relationships (Cox et al., 2004, p.129) 
 
As shown in Figure 10.3, Cox et al. (2004) argue that there are three possible relationship outcomes: (i) 
aligned, (ii) misaligned and sub-optimal, and (iii) misaligned with dysfunctional conflict (pp.129-130). The 
‘aligned’ relationship can be viewed as a strong sign of the stability in the exchange relationship, whilst 
the ‘misaligned and sub-optimal relationship’ is somewhat unstable, as one of the sides may consider 




changing the relationship in one way or another to gain a better deal (in order to be able to appropriate 
more value) from the relationship. This is, however, still more stable when compared to a ‘misaligned 
relationship with dysfunctional conflict’, which may break up at any time. We will examine the findings 
of the three case studies and determine the relationship outcomes of the power dyads with a particular 
focus on the relationship between chain users (importers) and intermediaries (freight forwarders), and 
between intermediaries and core services providers (the airlines along with the airport services agents). 
10.3.2 Evidence from Case Study 1 and the determination of the relationship outcomes 
As we previously argued in subsection 6.3.1 and illustrated in Figures 6.4, the chain participants can be 
further categorized into two sub-groups in the chain: core services providers and intermediaries. 
Coincidently yet inevitably, the most stable relationships in the chain are the ones between the BF1 and 
its contracting forwarders in Guangzhou and between the airlines and the airport services agents. The 
parties in these two relationships enjoy aligned relationship outcomes, and they fully appreciate the 
power circumstances they are involved in, and what it is likely to happen in the future. All the parties 
involved agree and accept that the status quo is probably the best that can be achieved, given the 
current power circumstances in the relationships. The chain exchange relationship structure is, hence, 
reduced or simplified down to two sets of relationships: between importers (SMEs) and the freight 
forwarders, and between the freight forwarders and the carriers (airlines) as shown in Figure 6.4.  
The importers (SMEs) and the freight forwarders (BF1 and CF1) 
Both parties in this relationship are able to achieve some of their commercial goals without being able 
to dominate the other party. Such relationships can essentially be described as ‘arm’s length’ because 
the buyers (importers) are not in any way involved in the suppliers’ (the freight forwarders) business. 
The only regular interaction is for the suppliers to provide the buyers with a modified price quotation 
every month, once the airlines have updated their wholesale air freight rates offered to the suppliers. 
Furthermore, both parties recognize the power situation, and also accept the status quo in terms of how 
much value each party can extract from the chain as the market is very transparent. This permits very 
little asymmetry advantage from the supplier’s perspective. 
From this perspective, although it may be worthwhile having the buyers’ account (as the buyers’ 
accounts are quite profitable), it is not a vital issue for the suppliers. In addition, notwithstanding the 
small volume of business that each individual buyer brings to the suppliers, the suppliers are still content 




to service the buyers in a regular way and have no intention to commercially leverage the buyers in 
order to earn rents by attempting a lock-in of the buyers. This is due to the ease with which the buyer 
may switch if they find a better deal existing in the market where the suppliers hold very low 
information asymmetry advantages over the buyers. 
From the buyers’ perspective, the buyers have to regularly monitor the supplier’s performance (service 
quality and costs) through some sort of market benchmarking, which is quite easily conducted by the 
buyers due to the very low search costs and low supplier’s information asymmetry advantage over the 
buyer. Benchmarking may largely keep the suppliers from being opportunistic even when the buyers 
may not be able to keep up with the latest price trend in the market. This means that, over time, the 
buyer becomes something of a low value account because the scope for higher returns is not available 
to the supplier. Overall, the relationship has achieved an aligned relationship outcome in a highly 
contested and relatively volatile market.  
The freight forwarders (BF1 and CF1) and the airlines 
Only the buyer in this relationship is able to fully achieve their commercial goals by being able to 
dominate the other party. Such a relationship can also be described as arm’s length because the buyer 
(freight forwarders) is not in any way involved in the suppliers’ (the carriers) business. The only regular 
interaction is for the suppliers to provide the buyers with an updated air freight wholesale rate every 
month. Furthermore, both parties recognize the power situation and also accept the status quo in terms 
of how much value each party can extract from the chain, although the airlines have justifiable 
resentment towards the buyer. In the long run, the carriers may want to re-strategize their business 
model to enhance their power position in the relationship. 
From the supplier’s perspective, the air freight service that it provides is, after all, a by-product of the 
overall airlines’ business, which focuses nearly exclusively on passengers. Flights will be operated as 
normal, regardless whether there is any air freight on board. Considering that the marginal costs of 
carrying air freight are minimal, suppliers are willing to drive the price down to the level of marginal fuel 
cost when facing intensive competition, notwithstanding that there are clear guidelines on how to 
properly calculate the true accounting costs of air freight services. That is why the supplier is still 
content to keep servicing the buyer, despite not being able to achieve its commercial goals. 




From the buyer’s perspective, the choices or options of airport-to-airport services from Guangzhou to 
Bahrain for the freight forwarders are very limited, as outlined previously. Such services are vital to the 
operational and commercial performance of the freight forwarders. The freight forwarders are aware, 
however, that the absolute volume of the business (including businesses on other routes) that they 
bring to the carrier, though being reasonable and attractive, only accounts for a relatively small share of 
the supplier’s overall business revenue, and this would hold true for whichever available carrier they 
choose in the market. Given intensive competition among the potential suppliers (carriers) caused by 
the oversupply of the service, the buyer can act opportunistically in order to fully exploit the situation. 
Overall, the relationship has achieved an aligned relationship outcome in a highly contested but 
relatively stable market.  
Based on the aligned relationships outcomes from both aforementioned relationships, we therefore 
may tentatively conclude the air freight chain for small electronic appliances from Guangzhou to Bahrain 
is sustainable. 
10.3.3 Evidence from Case Study 2 and the determination of the relationship outcomes 
As we previously argued in subsection 7.3.1 as well as illustrated in Figure 7.4, the chain participants can 
be further categorized into two sub-groups in the chain: core services provider and intermediaries. 
Coincidently yet inevitably, the most stable relationships in the chain are the ones between the BF2 and 
TF2 as they belong to the same mother company and between the Qatar Airways Cargo and the airport 
services agents BFS. Similar to what happened in Case Study 1, the parties in these two relationships 
enjoy aligned relationship outcomes, and they fully appreciate the power circumstances that they are 
presently in, and what it is likely to be in the future. All the parties involved agree and accept that the 
status quo is probably the best that can be achieved given the power circumstances in the relationships. 
The chain exchange relationship structure is, hence, reduced or simplified down to two sets of 
relationships: between importers (SMEs) and the freight forwarders, and between the freight 
forwarders and the carriers (airlines) as shown in Figure 7.4. 
The importers (SMEs) and the freight forwarders (BF2) 
According to our respondents, both parties, in this relationship, are able to achieve some of their 
commercial goals without being able to dominate the other party. Such relationship can essentially be 
described as ‘cooperative’ because the buyers (importers) actively seek cooperation with the supplier in 




order to ensure the quality of the services provided by the supplier due to the perishable nature of the 
products being transported. The supplier also updates the prices regularly if there are changes from the 
airlines, such as change of fuel surcharges. Furthermore, both parties recognize the power situation and 
also accept the status quo in terms of how much value each party can extract from the chain, and as the 
market is very transparent there is very little supplier’s information asymmetry advantage. 
From the supplier’s perspective, it is important to keep hold of the buyers’ accounts because they are 
quite profitable and provide the suppliers with decent volume of business. In addition, the supplier is 
still content to service the buyers and willing to share profits with the buyers, and have no intention to 
commercially leverage the buyers in order to earn rents; they only aim to lock the buyers in the 
relationship on the basis of cooperation and equality. This is because the buyers’ accounts are deemed 
to be attractive to the supplier.  
From the buyers’ perspective, the buyers, as in the Case study 1, have to regularly monitor the supplier’s 
performance (service quality and costs) through some sort of market benchmarking, which is quite 
easily conducted by the buyers, due to the very low search costs and low supplier’s information 
asymmetry advantage over buyer. However, the buyers also do not want to push too hard in price 
negotiations, due to the fact that they also reply on the supplier’s expertise on the cool chain operations. 
Overall, the relationship has achieved an aligned relationship outcome in a highly contested and 
relatively volatile market.  
The freight forwarders (BF2 and TF2) and the airlines 
This relationship is very similar to the situation in the Case Study 1, only the buyer in this relationship is 
able to fully achieve their commercial goals by being able to dominate the other party. Such relationship 
can also be described as arm’s-length because the buyer (freight forwarders) is not in any way involved 
in the suppliers’ (the carriers) business. The only regular interaction is for the suppliers to provide the 
buyers with an updated air freight wholesale rate every month. Furthermore, both parties recognize the 
power situation and also accept the status quo in terms of how much value each party can extract from 
the chain, although the airlines have justifiable resentment towards the buyer. In the long run, the 
carriers may want to re-strategize their business model to enhance their power position in the 
relationship. Overall, the relationship has achieved an aligned relationship outcome in a highly 
contested but relatively stable market. 




Based on the aligned relationships outcomes from both aforementioned relationships, we therefore 
may tentatively conclude the air freight chain for fresh produce from Bangkok to Bahrain is sustainable. 
10.3.4 Evidence from Case Study 3 and the determination of the relationship outcomes 
As for the other Case Studies, the chain participants in Case Study 3 can be further categorized into two 
sub-groups in the chain: core services provider and intermediaries. Coincidently, yet inevitably, as in the 
previous two case studies, the most stable relationships in the chain are the ones between the BF3 and 
AF3 as they belong to the same forwarding network and between the Qatar Airways Cargo and the 
airport services agents, BAS and AGI. The parties in these two relationships enjoy aligned relationship 
outcomes, and they fully appreciate the power circumstances they are in presently, and what it is likely 
to be in the future. All the parties involved agree and accept that the status quo is probably the best that 
can be achieved given the power circumstances in the relationships. The chain exchange relationship 
structure is, hence, reduced or simplified down to two sets of relationships: between importers (SMEs) 
and the freight forwarders, and between the freight forwarders and the carriers (airlines) as shown in 
Figure 7.9. 
The importers (SMEs) and the freight forwarders (AF3 and BF3) 
Only one party in these relationships, is able to achieve most of its commercial goal by partially 
dominating the other party. Such relationship can essentially be described as ‘arm’s length’ because the 
buyers (importers) are not in any way involved in the suppliers’ (the freight forwarders) business. The 
supplier also updates the prices regularly if there are changes from the airlines, such as change of fuel 
surcharges. Furthermore, both parties recognize the power situation and also accept the status quo in 
terms of how much value each party can extract from the chain as the market is very transparent with 
very little supplier’s information asymmetry advantage. 
From the supplier’s perspective, it is important to keep hold of the buyers’ accounts because they are 
very profitable overall and provide the suppliers with a great volume of business. In addition, the 
supplier is still content to service the buyers and willing to even make further concessions to the buyers’ 
price demands, and have no means to commercially leverage the buyers either to earn rents or to lock 
the buyers in the relationship, because the supplier possesses no critical assets in these relationships. 




From the buyers’ perspective, the buyers, as in the previous two case studies, have to regularly monitor 
the supplier’s performance (service quality and costs) through some sort of market benchmarking. This 
is quite easy to be conducted by the buyers, due to the very low search costs and low supplier’s 
information asymmetry advantage over buyer. However, the buyers also do not want to push too hard 
during price negotiation, due to the fact that their power over the supplier is relative and moderate, and 
it is BF3’s extensive networks in the US that bring the convenience to the buyers. Overall, the 
relationship has achieved an aligned relationship outcome in a highly contested and relatively volatile 
market.  
The freight forwarders (AF3 and BF3) and the airlines 
This relationship is very similar to the comparable one in the previous two case studies, only the buyer 
in this relationship is able to fully achieve their commercial goals by being able to dominate the other 
party. Such relationship can also be described as arm’s length because the buyer (freight forwarders) is 
not in any way involved in the suppliers’ (the carriers) business. The only regular interaction is for the 
suppliers to provide the buyers with an updated air freight wholesale rate every month. Furthermore, 
both parties recognize the power situation and also accept the status quo in terms of how much value 
each party can extract from the chain, although the airlines have justifiable resentment towards the 
buyer. In the long run, the carriers may want to re-strategize their business model to enhance their 
power position in the relationship. Overall, the relationship has achieved an aligned relationship 
outcome in a highly contested but relatively stable market. 
Based on the aligned relationships outcomes from both aforementioned relationships, we therefore 
may tentatively conclude the air freight chain for fresh produce from Bangkok to Bahrain is sustainable. 
 
10.4 The role of the freight forwarders – insights from the empirical case study findings  
10.4.1 Freight forwarders’ role in helping importers saving money 
Based on the findings in the previous two chapters (subsections 6.3.3, 7.3.3 and 7.6.3), we find strong 
evidence that the importers receive significant savings by choosing to deal with the freight forwarders 
rather than with the airlines directly. 




Table 10.11. Average savings per shipment made by the importers  
 
Table 10.11 notes the average savings per shipment made by importers. Notwithstanding these positive 
values, the savings made by the importer in Case Study 1 are quite modest. Remarkably, there is no 
requirement to run a Student’s t-test in Case Study 3 to determine the positive savings brought by the 
freight forwarders, as every single shipment of the sampled 20 shows a positive saving. 
10.4.2 Freight forwarders’ role in keeping the air freight chains sustainable 
Notably, every single relationship analyzed in the previous sections involves the freight forwarders. 
Therefore, after successfully examining the relationship alignments of each individual air freight chains, 
we are, therefore, able to finally determine the role of the freight forwarders play in maintaining the 
sustainability of the air freight chains. 
Table 10.12 shows that the freight forwarders, when acting as buyers, enjoy aligned relationships in all 
three aforementioned air freight chains. When sourcing air freight services from their respective 
suppliers (airlines), the parties in the relationships appreciate the power circumstances they are 
operating under, and accept that this is fair that can be achieved and agree to remain in the 
relationships given the circumstances. 
Table 10.12. Distribution of gross margin among the chain participants (%) 
 
Similarly, Table 10.12 also shows that the freight forwarders, when acting as suppliers, enjoy aligned 
relationships in all three air freight chains. When selling their bundled air freight services to their 
respective buyers (importers), the parties in the relationships appreciate the power circumstances they 
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are operating under, and accept that this is as fair as can be achieved, and agree to remain in the 
relationships given the circumstances. 
In general, as we previously found that all three air freight chains are sustainable, and given the 
important role that freight forwarders play generally in the chains, this may lead us to believe that the 
involvement of the freight forwarders in the chains may be the essential factor providing the chain with 
a sustainability mechanism. 
 
10.5 Summary 
This chapter has compared and contrasted, in some detail, the empirical findings from the previously 
analyzed three case studies. In summarizing the similarities and differences in terms of chain structure, 
the level of value capture by the respective chain participants among the three air freight chains, we 
have found that the freight forwarders are able to align their relationships with both their suppliers and 
buyers appropriately in accordance to the power circumstances existing in the relationships. 
In the following chapter, we will take these insights as input and attempt to address the overarching 
research problem formulated at the beginning of this thesis. 
  




Chapter 11 Concluding comments and implications of the thesis 
11.1 Introduction  
This thesis has been concerned with understanding the phenomenon of the dominance of the freight 
forwarders operating in air freight chains, and their capability for capturing value at the expense of 
airlines’ profitability. Due to the universality of the air freight chain operations across the world, we 
decided to focus this exploration on typical inbound air freight chains in Bahrain, in the form of a multi-
case study research investigation of users of these chains. In this last chapter of this thesis, we will 
attempt to draw several conclusions related to the research question by using the empirical findings 
from the previous chapter as inputs. 
This chapter comprises six sections. After this brief introduction, section 11.2 will draw a few 
conclusions based on the empirical findings, and section 11.3 will make an attempt to address the 
overall research question and draw some pertinent conclusions arising from the findings. Section 11.4 
will discuss the strategic implications of the research as they relate to various parties involved in the 
chains, and section 11.5 will discuss the limitations of the study and potential future research. The thesis 
will conclude with section 11.6, which will present the final comments. 
 
11.2 A number of conclusions drawn from the empirical findings 
11.2.1 A review of air freight chains discussed in terms functionalities and structures 
This thesis has chosen to examine the phenomenon of air freight chains in some detail in the form of 
three case studies of inbound products delivered into Bahrain from three distinct origins. These origins 
are China, Thailand and US. Each product provides us with a focussed in-depth case study in which we 
can examine the functional and contractual structure of the air freight chain in order to enable us to 
subsequently draw broader conclusions about the nature of these chains. 
Having the opportunity to select examples of the air freight chains from the hundreds of potential 
choices, we purposely selected chains that are as diversified and as different to each other as possible in 
an attempt to achieve a naturalistic generalisation of findings. Markedly, the resemblance among 
Figures 6.1, 7.1 and 8.1, which show the structures of the three respective air freight chains, indicates 




that these three different chains under discussion are fundamentally the same in terms of chain 
participants and chain structures. This, in turn, suggests that some generalizations can be justifiably 
made about the exchange relationships among the chain participants, because similarities are based on 
the exchange of the air freight services rather than the products that are being transported.  
As a consequence, in this study we have used the term ‘air freight chain’ as opposed to the term ‘supply 
chain’. This has been done to emphasize that, whilst the structure of air freight chains can appear to be 
similar to that of general supply chains, they are indeed a unique grouping. This uniqueness is 
manifested in the sense that the relationships of all the air freight chains under discussion, which 
revolve around air freight service as a service product, is very different to the relationships in a broad 
supply chain. Also, as the primary concerns and foci of the consignees (importers) and the consignors 
(exporters/ suppliers) who are usually not in any way involved in the operations of the air freight chain, 
are the products being transported, we hence define them as the ‘users’ of the chains in contrast to the 
chain participants who are actually operating and facilitating the chains. 
With this understanding, we come to our first conclusion of this thesis: 
Conclusion 1: Whilst the concept of ‘air freight chain’ may initially seem to be similar to the 
broad concept of a ‘supply chain’, an air freight chain should nevertheless be viewed as an 
independent entity. Whilst it is closely related to traditional notions of supply chain, key 
differences arise due to the fact that operational and contractual relationships among the 
participants of the air freight chain revolve around the air freight service as a service product. 
Therefore, we conclude that ‘air freight chain’ as a term should not be used interchangeably with 
the term ‘supply chain’. 
11.2.2 A Zero-Sum game. Who wins? Who loses? 
As we argued in Chapter 2, the value (exchange value) created by the air freight chain is both limited 
and contested by all the chain participants. Therefore, it is a zero-sum game among the chain user and 
all the chain participants. Based on the empirical findings from the three case studies, we are now in a 
position to conclude who, among the chain participants, is able to capture the most value from the 
chain. 




Before we reach our conclusion on this point, let us first review our basic positions regarding the value 
creation and value appropriation present in the air freight chains. While all the chain participants 
collectively endeavor to create use-value by contributing their efforts and expertise, they hope to obtain 
a significant proportion of the exchange value.  However, the amount of exchange value that can be 
realized across the air freight chain is not significantly affected by the use value created collectively by 
all the chain participants. Considering that the air freight chains only start functioning once the 
importers accept the quotes, the freight forwarder that directly negotiates with the importers plays a 
crucial role in determining how successful the air freight chain will be in terms of creating exchange 
value.  
As is argued in Chapter 6 and 7, and as illustrated in Figures 6.4, 7.4 and 7.9, we are able to consider 
freight forwarders involved in the air freight chain as a single entity because of the very cooperative 
relationships between them. With this view, we can easily understand why the freight forwarders are 
the parties that manage to consistently capture the most value (75% to 80%) from the chain across the 
three case studies (Figure 10.9). The distribution of the value captured among the participants shows 
that the airlines have no control over either how much exchange value the chains may generate, or how 
much value they can extract from the chains in competition with their fellow chain participants, who are 
the freight forwarders. 
As a consequence of this distribution of value capture, we come to our second conclusion of this thesis: 
Conclusion 2: Based on the empirical findings from all three case studies, the freight forwarders 
are able to capture most value from the chains, and in effect, they actually define how much the 
exchange value can be charged to the customer in exchange for the use value of the air freight 
chain.  
Therefore, in other words, the freight forwarders will always capture most value from the chain as long 
as they are the ones who control the chains by arranging the air freight services for the chain users 
(importers in Bahrain in this research). 
11.2.3 Correlation between possession of critical asset(s) and power relationship 
In Chapter 3, we have extensively discussed the notions of power and value based on Cox and 
Robinson’s previous work. One of the most important propositions by Cox, which is also supported by 




Robinson, is that the possession of power influences chain participants’ ability to appropriate value from 
the chain (Cox, 1997; 1999; 2001a; Cox et al., 2002; Robinson, 2002; 2005).  
Based on the empirical findings of this thesis, we also confirm that the power does have strong influence 
on chain participants’ ability to capture value from the chain (Tables 10.9 and 10.10). Based on Cox’s 
formulation, power is generated from possession of scarce resources or critical assets, and enables the 
holder to appropriate more value from the chain. However, neither Cox nor Robinson have made any 
suggestions on how possession of critical assets actually shapes the respective power relationship. In 
this thesis there have been developed some observations which conclude that possession of critical 
assets is used as a lever by a party in a dyadic relationship in negotiations with the counter party.  
Recalling that we argued that one party, or sometimes even both parties who are engaged in three of 
the four types power relationship, possess at least one ‘critical asset’ for 'closing the market' through 
isolating mechanisms (Cox, 1997), it can be that neither party possesses any ‘critical asset’ in an 
‘independent’ power relationship. In general, a party that does not hold any critical assets will be 
vulnerable in any dyadic exchange relationships. By closely observing Tables 10.1 through 10.8, we find 
there is a strong correlation between possession of critical assets and the type of power relationship 
existing in the dyadic exchange relationship. The correlation can be generalized by a matrix that is 
demonstrated in Table 11.1. 
Table 11.1. Matrix for correlation between possession of critical assets and types of power relationships 
 
By adapting Figure 3.2, which was originally created by Cox, we were able to come up with Table 11.1 
reinforces the notion that (i) only the supplier holds critical asset(s) in a supplier dominant power 
relationship, (ii) only the buyer holds critical asset(s) in buyer-dominant power relationship, (iii) both 
buyer and supplier hold critical asset(s) in an interdependent power relationship, and (iv) neither buyer 
nor supplier holds critical asset(s) in an independent power relationship. 
supplier holds 
critical assets
supplier holds NO 
critical assets
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Based on these observations, we state the third conclusion of this thesis: 
Conclusion 3: Possession of critical assets is vital to any parties who are engaged in any dyadic 
exchange relationships, because it will provide the possessors with leverage in bilateral 
negotiation with their counterparties and will prevent them being put into an adverse or 
undesirable power relationship.  
However, even when asserting this conclusion, we still do not have the necessary insights into how 
power really works in the dyadic relationship, as the possession of a critical asset simply mirrors the 
existence of power within the relationship. Therefore, we need to consider the evidence further to 
determine the source of power that underlies all these critical asset(s) and power relationships. 
11.2.4 The source of power?  
In subsection 3.2.3, we argued that, by focusing on the notion of the critical assets, Cox and his 
associates obviously avoided the necessity to explicitly define the source of the power in their studies. 
However, we assert here that the successful determination of the source of power will enable the chain 
participants to better understand the vertical competition from their fellow chain participants and 
potentially re-strategize their business models to obtain better power relationships with their 
immediate competitors.  
Subsequently, in subsection 11.2.2, we have observed, and subsequently formally concluded, that the 
freight forwarders capture the most value in the air freight chains, therefore we postulate that the 
freight forwarders must possess power in these various relationships.  
Consequently, it will be discussed here what the various possible sources of power are within the chain, 
starting with the buyers. Based on the interviews with the airlines, all airlines tend to classify their direct 
customers, (especially those customers with relatively small volumes), as ad hoc shippers, and charge 
them with TACT rates, which are significantly higher than the rates that the freight forwarders quote to 
the same customers. This is evidenced in sections 7.2, 8.4 and 9.4. The reason behind this seeming 
disparity of rates between airlines and freight forwarders, is related to the extent of the significance of 
the volume of business to different suppliers (airlines or freight forwarders). That is to say, the business 
volume of each individual importer is significant to freight forwarders, but less so or even insignificant to 
the airlines, as evidenced by the airlines’ testimonies presented in subsection 6.3.3. However, every 




airline’s cargo manager interviewed in this thesis considers the respective freight forwarders’ accounts 
are attractive due to the significant volumes of their business. Moreover, based on Tables 10.2, 10.4, 
10.6 and 10.8, the critical asset held by the powerful buyers is the number of suppliers (peer competition), 
which means there is competition for the buyers’ business. Careful analysis of Table 10.2 shows that the 
buyer in Case Study 1 does not hold any critical assets. The only noticeable difference between the 
buyer in Case Study 1 and the buyers in the other two cases is the volume of business, therefore the 
only plausible explanation is that the volume of air freight offered by the buyer in Case Study 1 is simply 
not big enough to attract enough peer competition among the potential suppliers, which is evidenced in 
the interview with the operations manager of the respective freight forwarder. 
As a result of these considerations, the fourth conclusion of this thesis can be stated as follows: 
Conclusion 4: The source of power for the buyers in air freight chains is the volume of the 
business (volume of cargo). The freight forwarders obtain their power by congregating many air 
cargo shipments of small volume from each individual customer into a consolidation of large 
volume to enable them in a better negotiating position against the airlines. 
Secondly, attention is turned to the source of power for suppliers. As Table 10.2 clearly shows, only the 
supplier (the freight forwarder) in Case Study 2 holds power or possesses one critical asset, which is the 
supplier’s product/service offering. Therefore, the supplier in the relationship between the importers 
and freight forwarders in Case Study 2 is in a more desirable power relationship than the ones in the 
other two case studies as evidenced in Table 10.1. Furthermore, in Table 10.4 and 10.8, most of the 
suppliers possess one critical asset, which is number of suppliers (peer competition). This result strongly 
suggests the degree of market power of the suppliers hugely impacts on the power relationship, and 
therefore should also be considered as the source of power in this case. 
Thus, we come to our fifth conclusion of this thesis: 
Conclusion 5: In a contested market, the uniqueness of the product/service offering by suppliers 
and the degree of market power derived from the number of the suppliers are vital to their 
bargaining position with the buyers. 
A consideration of Conclusions 4 and 5 allows us to develop a firm understanding of how power really 
works in dyadic exchange relationship. Buyers need to have a significant volume of business to 




strengthen their bargaining power, whilst suppliers must offer something unique or something difficult 
to obtain to strengthen their bargaining power. It suggests that all parties in any dyadic relationships 
should strategize their position accordingly. 
 
11.3 A plausible answer to our over-arching research question? 
Having reached a few conclusions in the previous section (Section 11.2), we are now in a position to 
consider the initial research question, which is “How and to what extent do freight forwarders, 
operating in air freight supply chains in a fragmented market and being sustained by small to medium 
sized businesses, contribute to the sustainability and efficiency of supply chains by creating and 
delivering value?” On the basis of these empirical findings, the thesis argues that the source of power 
for all the buyers is their volume of business, and for all the suppliers it is either the uniqueness of the 
product/service or the degree of market power. Using this argument as a base, a plausible answer to the 
research question will be posited.   
11.3.1 Freight forwarders or airlines? An inevitable choice by the importers (SMEs)  
It has already been concluded that the freight forwarders are the ‘winners’ in the air freight chains 
under discussion, as they clearly manage to capture the most value from the chains. The importers are 
also winners, but to a lesser extent as they are better off than if they had dealt with the airlines directly. 
The apparent losers are airlines, who have forfeited their potential profits by dealing with the freight 
forwarders as their main clients, as is clearly evidenced in Tables 10.9 and 10.10.  
A question that still remains is whether the airlines’ participation within such air freight chains that are 
clearly dominated by freight forwarders, is a voluntary choice or not. We opine that, on the basis of the 
evidence gathered here, it is rather a choice by the importers, who decide to deal with the freight 
forwarders instead of one made by the airlines directly. This choice by the importers forces the airlines 
to participate in these air freight chains with reluctance, as clearly the airlines could be much more 
profitable if they were able to deal with the importers directly. As evidenced in sections 7.2, 8.4 and 9.4, 
all the importers in the three cases receive savings in air freight rates by dealing with the air freight 
forwarders. With the added benefits of dealing with freight forwarders, including the convenience of 




door-to-door or place-to-place freight services, along with customs clearances at both ends, it is 
inevitable that the importers choose to deal with freight forwarders rather than directly with airlines. 
For airlines, although they do not necessarily favor the dynamics of the air freight chains and take part 
with some degrees of reluctance, they have to agree as there is abundance of peer competition from 
other rival airlines due to the general oversupply of air freight capacities on most international routes. 
These competitors would quickly take their place in the chain as the primary service provider if the 
existing airline provider decided not to be part of the chain. 
With this situation in mind, we give the sixth conclusion of this thesis: 
Conclusion 6: The empirical findings of this thesis have confirmed the initial speculation that the 
importers, especially the SMEs, receive considerable savings in air freight services by dealing with 
the freight forwarders rather than directly with the airlines. Therefore, those freight forwarders 
act as brokers for their clients (importers) rather than simply middle-men, and the conventional 
wisdom of ‘cut out the middlemen’ still holds true. 
11.3.2 An explanation of the counter-intuitive conclusion of the involvement of freight 
forwarders  
After developing Conclusion 6 as stated in the last subsection, it nevertheless still appears to contradict 
the so called conventional wisdom of “cut out the middleman” in order to reduce costs. The question 
regarding this contradiction revolves around how the importers can still receive savings even as the 
freight forwarders take a significant share of the profit margin. The answer appears to be that the 
airlines lose out totally in such a zero-sum game in the air freight chains during the negotiations; 
however, this does not fully explain why the freight forwarders are willing to pass on savings to the 
importers, especially those who individually offer relatively insignificant volumes of air freight. 
The answer seems to lie in the balance of power, or to be more precise, the source of the power in the 
air freight chains. It is because, in our opinion, the source of power for the freight forwarders is the total 
volume of air freight they offer to the airlines upon negotiation with the airlines. Since the negotiation 
will not occur every month, the freight forwarders need to ensure a consistent flow of business to the 
airlines in any given period (usually a month). Considering the business from each importer (the SMEs) 
typically lacks consistency because their sales follow an irregular pattern, and indeed can be of 




comparatively small volumes at times, this uncertainty requires the freight forwarders to maintain a 
relatively large number of potential importers (SMEs) as a client base. This large population of potential 
importers increases the probability that, in any given month, it will be possible to sustain a relatively 
continuous flow of air freight business to offer to the airlines. The freight forwarders, who are 
interpreted as ‘suppliers’ when interacting with importers, thus do their best to keep as many clients as 
possible. Literally, they need to keep an attitude of “no business is too small”. This is because, given the 
current unrelenting contestation of value in the dyadic relationship between freight forwarders and 
airlines, freight forwarders are sometimes compelled to maintain overall volume of their business being 
offered to airlines. They are, therefore, forced to accept business that would not necessarily be 
profitable (i.e. accepting a seemingly less favorable power relationship, for instance, ‘buyer dominant’ 
with the importers in Case Study 3), to achieve greater economies of scale for the sole purpose to 
improve their bargaining positions in freight rate negotiations with the airlines. Coupled with the factor 
that there are lots of peer competition among the freight forwarders due to the low entry barriers, the 
importers generally enjoy the possession of power over the freight forwarders, who are forced to share 
their margins with the importers.  
Therefore, we can generalize that the importers, as the users of the freight chain, enjoy a better power 
relationship when choosing to deal with the freight forwarders as the representative of the chain than 
the power relationship when hypothetically dealing with the airlines who act as both the primary service 
providers and directly the representatives of the chain. 
As a consequence of developing this understanding, we can construct our seventh conclusion of this 
thesis: 
Conclusion 7: The chain users (the importers in this thesis) will choose the air freight chain with 
the appropriate structure that delivers the most value to them regardless of whether the 
structure of the chain involves intermediaries (the freight forwarders), as long as they are in a 
better bargaining position with the representative of the chain (the local freight forwarders in 
Bahrain in all three case studies). 
 




11.4 Strategic implications for various parties in the chains  
As we argued in subsection 3.2.6, power existing within dyadic exchange relationships is anything but 
static. However, as we have thoroughly analyzed three typical air freight chains, we feel empowered to 
now discuss the strategic implications relating to various parties in the chains. We assert that involved 
parties must adopt an appropriate strategy either to sustain the status quo if they are in a favorable 
power position, or otherwise re-strategize their position to facilitate a power shift within the chain so as 
to reach a more favorable situation.  
Strategic implications for the importers 
Given that it has been shown by the work in this thesis that importers are best served by dealing with a 
freight forwarder in any air freight chain, it remains to be seen whether the importers might be able to 
get further more value from the air freight forwarders or not. This possibility seems to depend on how 
successful they are at negotiating a good price with their local freight forwarders that are responsible of 
organizing the chain for them. Alternatively, some importers, particularly those with big order volumes, 
should perhaps try to undertake some functions of the air freight chain instead of leaving everything to 
the freight forwarders. An example might be an importer having an in-house logistics coordinator to 
arrange the local transport for air freight shipments, provided it is more profitable to do so than using an 
already established local freight forwarder.   
For those importers (who may be perhaps better classified as micro-businesses) that have an 
exceptionally small volume of air freight, such as the importers described in Case Study 1, it appears that 
they have little hope of obtaining an upper-hand in the exchange relationships. As a consequence, it 
would seem that the strategy that they should adopt is to continuously exercise due diligence to 
mitigate the suppliers’ information asymmetric advantage so as to avoid being locked-in to an 
adversarial relationship with the freight forwarder.  
Strategic implications for the freight forwarders 
Based on the previous conclusions drawn from the empirical findings, the local freight forwarders, which 
have dyadic relationships with the importers, are essentially determining how much exchange value, in 
real monetary terms, the air freight chains can realize, because the air freight chains only start 




functioning only after the users of the chains (importers) agree to the prices quoted by the freight 
forwarders. 
As the chief benefactor of the status quo in air freight chains, the only strategy the freight forwarders 
should adopt is to continuously strive to provide more functionalities in their services to improve the 
uniqueness of their service offering (as the source of power for suppliers) in order to strengthen their 
bargaining positions and to avoid losing their customers to their peer competitors. 
Strategic implications for the airlines 
Regarding the position of the airlines, there is total dominance by freight forwarders, as shown in Figure 
10.2 and evidenced in Table 10.5. This situation cannot be avoided as long as the fundamentals of the 
aviation industry (oversupply of the air freight capacities) remain the same. 
We see that the biggest hurdle for any airline to achieve any meaningful success in this situation is 
actually the attitude of the airlines. There are still plenty of airlines who consider the costs of air freight 
services as ‘sunk cost’ as the marginal costs are very low (as we argued in subsection 7.3.2) and regard 
the air freight services to be by-product. Therefore, most airlines consider any revenue generated from 
the service will be simply realized as pure profit, which is why they compete intensively for the limited 
value regardless of the airlines’ cost bottom-line.  
One workable strategy for airlines is perhaps to seek vertical integration, which means airlines could 
expand the functions of their services to include those services that are provided by freight forwarders, 
such as customs clearances and door-to-door deliveries, or even outright merger with some freight 
forwarders to become the integrated carriers like DHL or FedEx. This is suggested because the airlines 
face great competition from other chain participants to contest the limited value created by the chain. 
We may call this ‘vertical competition’ generated from the chains. This vertical integration as a strategy 
makes economic sense as it may eliminate some of the vertical competition. However, this strategy 
certainly involves risks, as some normal airlines may not fully appreciate (without the required business 
investment and effort) how to service large number of individual customers in the way in which DHL and 
FedEx excel.  
Another strategy, which is probably more plausible for airlines, is perhaps to run an effective marketing 
program to market their air freight services as being unique in the market in order to build a ‘brand’. 




Emirates Skycargo has successfully positioned itself as a premier brand, especially in cool chain 
operations, through heavy investment in specialist equipment such as cool dollies. As a result, Emirates 
Skycargo has obtained a loyal following among the potential chain users, which we suggest provides a 
good role model for other airlines. 
11.5 Limitations of the study and potential future research 
We note a few limitations in this thesis. Firstly, this research was specifically designed to explore the 
phenomenon of the dominance of freight forwarders in air freight chains. The context is very specific, 
given that it is focused on the air freight chain. Considering the oversupply of the air freight service in 
the broad market, all the conclusions we have drawn based on the empirical findings are, therefore, 
highly specific, case-study oriented and hence circumstantial. Secondly, the research of this thesis is 
primarily conducted in Bahrain, since for our purposes it was more desirable to test inbound air freight 
chains than to find another international locale. Thirdly, given the small samples we have managed to 
gather in the process of the research, it was not viable to run more inclusive and conclusive quantitative 
tests to further cement the validity of a number of our conclusions. Lastly, as all the case studies are set 
upon the context of inbound air freight chains to Bahrain, the conclusions are still tentative as they are 
not analyzed in any outbound air freight chains. Despite these few limitations the analysis in the thesis 
has provided valuable insights in relation to the impact of power play between key stakeholders in the 
air freight chain. 
It is possible that future research could address some of the limitations by testing our conclusions in 
different contexts. Research could consider: (i) a number of inbound air freight chains focused on an 
alternative locale, (ii) selected outbound (export) air freight chains, or (iii) a much larger sample than 
was employed in this thesis in order to further test the validity of these conclusions. Furthermore, a 
future study could also apply the methodologies developed in this thesis in a generic supply chain to see 
if the same methodologies still applicable to a context of a more sophisticated value chain scenario. 
 
11.6 Final comments 
As a final word, a few generalizations can be made based on the conclusions drawn in this thesis. Firstly, 
every party in an air freight chain faces not only peer competition (horizontally) but also the 
contestation of the value created by the chains from other fellow chain participants (vertically). 




Secondly, some parties (like the airlines in this thesis) that are clearly less dominant participants in air 
freight chains, may be locked into remaining as a participant in the chain, otherwise their peer 
competitors (horizontal competitions) will co-opt their position in the chain. Thirdly and lastly, the 
complete dominance achieved by one party in a power relationship may only be sustainable for a short 
period in which there is no major interruption in the broad environment of the market, since dominated 
parties will never cease their attempts to change or reverse the power situation.  
We suggest that the importers and the freight forwarders characterized in this thesis should never 
become too complacent in their efforts to monitor the potential disruptions in the air freight market in 
Bahrain, because the airlines will always be trying to reverse their fortune at any opportune moment in 
the future. Finally, we think this study reveals not only how the power relationships within air 
freight chains can impact on each participant’s ability to appropriate value from the chains but 
also how these power relationships simultaneously contribute to the sustainability of these 
chains. 
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Appendix 1: Telephone survey (customers of BF1) 
Telephone survey (customers of BF1) 




1 You are getting fair prices from your forwarders 
for sending air freight.  0.0% 71.4% 28.6%   7 
2 You are aware of how much your competitors 
pay for their air freight. 28.6% 57.1% 14.3%   7 
3 You keep yourself updated of any price changes 
in air freight market. 57.1% 42.9% 0.0%   7 
4 You receive price updates from your forwarders 
regularly (twice a year). 28.6% 71.4% 0.0%   7 
5 You have other forwarders sending you air freight 
prices to keep you informed of price change 0.0% 100.0% 0.0%   7 
Overall 22.9% 68.6% 8.6%   7 
   
Number of respondents 7 
 
  




Appendix 2: Normality test for two data set (Case 1 and Case 2) 
One of the basic assumptions of running a student t-test is that the sample data sets should roughly 
follow a normal distribution or is somewhat under a symmetric condition (Cressie, 1980, p. 144). To 
demonstrate the robustness of the t-test applied in Case 1 (Guangzhou) and Case 2 (Bangkok), a quick 




As clearly shown in the two Exhibits above, both data sets somewhat follow a normal distribution. 
Actual charges to 
customers Weight Price per KG Z-Distribution Mean Stardard Deviation
1612.3 326 4.95 0.071714088 5.2535 0.108106916
635 125 5.1 1.346692122
802.5 156 5.15 2.333577489
1055 203 5.2 3.264944332
617.15 119 5.2 3.264944332
847.44 162 5.22 3.517265108
1892.6 362 5.23 3.604090967
569 108 5.25 3.6883233
735.4 140 5.25 3.6883233
792.6 151 5.26 3.6835925
1131.32 215 5.26 3.6835925
875.6 166 5.26 3.6835925
673.55 128 5.27 3.647524047
712.4 135 5.28 3.581036383
616.75 116 5.32 3.054153571
659.8 124 5.33 2.872905692
691.7 129 5.35 2.477617874
843.4 157 5.36 2.271521136
607.64 113 5.37 2.064824881
872.2 160 5.46 0.595333844










4.9 5 5.1 5.2 5.3 5.4 5.5
Chart Title
Actual charges 
to customers Weight Price per KG Z-Distribution Mean Stardard Deviation
837.5 238 3.52 0.239545074 4.53 0.998820357
1091 292 3.73 0.289814417
833.8 287 2.91 0.107199946
1231 350 3.52 0.239545074
926.5 262 3.53 0.241970387
993 283 3.51 0.237120301
1010.5 282 3.58 0.254087976
1290.5 367 3.52 0.239545074
1430.9 367 3.9 0.327365753
1082 239 4.53 0.399413446
1491.5 331 4.5 0.399233326
877.64 165 5.32 0.292133113
1275.5 232 5.5 0.249244712
1358 247 5.5 0.249244712
1209.5 219 5.52 0.244395757
1406.15 253 5.55 0.237120301
1657.4 290 5.72 0.196423616
1249.5 219 5.71 0.198770648
1414.7 253 5.6 0.225021087
1286.6 237 5.43 0.266144629
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Chart Title
